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Impact of IT on work 
Rushed employees have no 
time to share knowledge 
Digital Business, Page 12 


WORLD NEWS | BUSINESS NEWS 





Brussels prepares 
$476m food aid 
package for Russia 

The' European Union is lining up 
an Ecu400m (5476m) food aid 
package in expectation of a for- 
mal request by Moscow to help 
ijussla tackle shortages. Under 
we proposal, Russia would get 
1 m tonnes of free wheat and 
150,000 tonnes of beef. Page 2 

brief accuses Microsoft of bodying 
Intel accused Microsoft, its main 
partner in the personal computer 
industry, of bullying it into drop- 
pmg software development The 
evidence is likely to prove highly 
damaging to Microsoft's pros- 
pects in its US monopoly trial. 
Earlier story, Page 9 

IhringstDfi in fine for Gingrich job 
Bob Livingston looked certain to 
become US House of Represen- 
tatives speaker after his main 
rival dropped out of the race to 
succeed Newt Gingrich. Page 8 

US pilot faces second court-martial 
US Marine pilot Richard Ashby, 
whose jet cut lift cables at an 
‘^alian ski resort, killing 20 
people, faces a second 
court-martial for allegedly hiding 
and conspiring to destroy a vid- 
eotape of the fatal flight 

Milosevic accused of betrayal 
Kosovo's Serb minority leaders 
said Yugoslav president Slobo- 
dan Milosevic had betrayed them 
with a peace plan that would 
give the ethnic Albanian majority 
control of the province. Page 2 

German partners mend rift over tax 
Germany's coalition partners yes- 
terday thrashed out a deal to 
defuse a row about energy taxa- 
tion. They confirmed plans for 
rises in January, but with 
reduced rates for manufacturers 
and exemptions for energy- 
intensive industries. Page 2 

,&e killed at Angola mine 
■ F armed attack on a diamond | 
mine in north-east Angola left - ; 
five workers dead, including two 
Britons, Canadian mine operator 
DfamondWorks said. Several 
employees were taken hostage. 

Debut for pharmaceutical potato 
Axis Genetics of the UK has 
commissioned American Ag-Tec ' 
International to grow potatoes 
containing hepatitis 8 vaccine. 
Clinical trials are due to start ] 

next year. ! 

Indonesian military steps back 
Indonesia's defence minister and 
armed forces chief General Wir- 
anto said the post of head of the 
military's socio-political division 
was being abolished. Pressure 
on Habibie, Page 6 


V China acts on quake warning 
China is to reinforce important 
buildings after scientists warned 
of a severe earthquake in the 
north of the country during the 
next few years. Page 6 

Pop star settles Gbel action 
Michael Jackson settled a libel 
action against Britain's Mirror 
newspaper which claimed the 
singer's face had been “hid- 
eously disfigured” by cosmetic 
surgery. 

Fake sheikh jailed 
Student Yasir Elkhazin pretended 
to be a wealthy sheikh and lived 
a life of luxury in London. He was 
jailed for deception. Page 11 

Waflenburg memorial for NY 
New York mayor Rudolph Giuli- 
ani accepted a sculpture dedi- 
cated to Raoui Wallenberg, the 
Swedish diplomat who saved 
Jews from the Nazi gas cham- 
bers 54 years ago. 
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Fund managers 
believe euro could 
rival the dollar 

Global fund managers now 
believe the euro win be a strong 
currency in relation to the US 
dollar and will soon rival the dol- 
lar as the preferred currency for 
debt issuance, a report from 
Deutsche Bank says. Page 16; 
Editorial Comment, Page 15 

British Airways insisted it had the 
right to conclude a code-sharing 
deal with American Airlines, but 
the US warned It would block a 
deal unless London's Heathrow 
airport was substantially opened 
to competition. Page 17; Lex, 
Page 16 

institutional investors with funds - 
under management of more than 
S6,000bn have promoted the 
Japan equity market from least 
favoured to most favoured mar- 
ket. a survey shows. Page 17 

Fiat of Italy and Renault of 
France are to merge their foundry 
activities to create a world leader 
in automotive components with 
annual sales of L3,300bn ($2 bn). 
Page 17; Fuji Heavy results 
fitted, Page 19 

General Motors, the world's 
largest auto maker, announced a 
10-year agreement with Alcan to 
purchase aluminium at stable 
prices and co-devetop new auto- 
motive applications. Page 20 

News Corporation reported 
doubled first-quarter profits and 
a 30 per cent increase in 
revenues at Fox Entertainment ; 
Group, its US film and television 
arm. Page 20 

Assicurazkxti Generali, Italy's 
largest insurer, and Commerz- 
bank, Germany's fourth largest 
bank, announced a L2,400bn 
($1 .46 bn) cross-shareholding 
alliance. Page 18 

Siemens said it could be ready to 
launch the stock market flotation 
ofits troubled semiconductors 
business next year. Page 18 

Vlag, Munich-based 
power-to-tetecomm unicatio ns 
conglomerate, is to dispose of 
logistics and other business® 
with annual sates of about 
DM1 4bn to DM1 5bn ($9.1tei), or 
about 30 per cent of group turn- 
over. Page 17 

BP is to invest £500m ($B45m) in 
upgrading the competitiveness of 
its petrochemical manufacturing 
operation in the UK. Page 21 

Henkel, German household 
chemicals group, said it would 
pay a higher dividend this year, 
even though it expected foil-year 
net profit to grow at the same 
rate as last year. Page 18 

Standard & Poor’s, US credit 
rating agency, said prompt action 
by Argentina's bank regulator 
over the failed Banco Mayo had 
bolstered the country’s credit 
standing. Page 20 

Internet-based electronic 
commerce sales could reach 
$3,200bn In 2003, representing 
nearly 5 per cent of global sales, 
US projections show. Page 7 

Komatsu, Japanese construction 
machinery group, reported Hs 
first interim loss - of Y1.15bn 
($9.7m) - following a collapse in 
the domestic market. Page 19 

Lex on German 
Getting used to the 
sound of the falling axe 

Page 16 . 


Too late 




efuse millennium 


bomb, software group warns 

Cap Gemini urges governments to concentrate efforts on essential services 


By Christopher Price In Loadon 

It is too late now for US and 
European companies to defuse 
the millennium bomb in their 
computers, a comprehensive 
survey has revealed 

The survey, carried out by Cap 
Gemini. Europe's biggest soft- 
ware and services company, 
urges governments to give up a 
broad-based approach to the 
problem and focus their efforts 
on firing computer systems that 
operate esssitial services. 

- The miiienniam bomb refers to 
the problems arising because 
older compute!' ’ systems are 
unable to recognise the date 
change from 1999 to 2000. 

Geoff Unwin, Cap Gemini's 
vice-chairman, said: “As compa- 
nies and organisations begin 


tackling the computer bomb, 
they find the situation is worse, 
more complicated and more 
expensive than they expected.” 

As a result, the company says 
the estimated cost of defusing the 
bomb in the US and Europe has 
risen by 20 per cent in the past 
six months to S858bn. 

The report found that US 
companies had spent 61 per cent 
of their estimated cost of fixing 
the problem, while European 
organisations have almost 
reached the halfway stage. But 
the Americans were less confi- 
dent than the Europeans that 
their systems would be adjusted 
in time. “Why is the US less 
confident?” asked Mr Unwin. 
“Because they have seen the size 
of the problem.” 

The Cap Gemini report found 


Ciba and Clariant to 
merge into speciality 
sector world leader 


By WDBam HaD in Basle 

Switzerland's Ciba Specialty 
Chemicals and Clariant are merg- 
ing to create the world's largest 
speciality chemicals group. 

It win have a combined market 
capitalisation of more than 
StFr20bn ($l4.6bn), more than 
twice as big as its nearest com- 
petitor. The merger will create a 
company with sales of SFrlBbn, 
55,000 staff and operations in 120 
countries. It is the biggest step 
, yet in -recent global consolidation 
in the sector. ....... 

Clariant, spun off from Sandoz 
In 1995, and Ciba, spun off from 
Novartis last year, began discuss- 
ing the merger six weeks ago. 
Although both have made big 
acquisitions, they found they 
were pursuing similar strategies. 

“Both companies increasingly 
faced the same opportunities, 
difficulties and challenges," said 
Rolf Schwetzer, Clariant chair- 
man, who will be ch ai rman of the 
enlarged group - also to be 
known as Clariant. “We can 
achieve our objectives faster and 
with less risk when we work 
together." 

Simon MarshaH-Lockyer of BT 
Alex Brown said the merger 
made a “huge amount of sense”. 
Clariant was strong in growth 
areas such as tine chemicals, 
while Ciba was strong in areas 
like water treatment However. 


the merger could face regulatory 
delays because of some of the 
market shares involved. 

Ciba’s shares jumped more 
than 14 per cent to SFrl44.75 yes- 
terday, while Clariant's shares 
rase SFrSO to SFr779. 

The new group will focus on 
speciality chemicals with innova- 
tive properties. It will have five 
core businesses - additives and 
water treatments, cellulose 
ethers, process chemicals, fine 
chemicals and colours. It will 
concentrate growth in water 
.treatments, fine chemicals for 
pharmaceutical and agrochemi- 
cals and electronic chemicals. 

The new group has set itself a 
medium term strategic target of 
earnings 20 per cent on sales and 
increasing revenues at L5 times , 
annual global economic growth. 

The merger will be earnings 
enhancing from 2000 and will 
generate annual cost-savings of 
SFrfiOOm. by 2001. It will lead to a 
reduction of 3,000 jobs. However, 
the company said the reductions 
could be met by the normal staff 
turnover. Clariant shareholders 
wiB own 54 per cent of the regis- 
tered shares of the enlarged 
group. 

Credit Suisse First Boston 
acted for Ciba and Warburg Dil- 
lon Read acted for Clariant 

Observer, Page 15; Lex, Page 16; 
Analysis, Page 18 


Fazio hints at interest 
rate clash with ECB 


By James Bfitz in Rome 

Antonio Fazio, governor of the 
R ank of Italy, says Europe's 
national central bank chiefs will 
want to retain significant influ- 
ence over monetary policy after 
the single currency la formed in 
50 days' time. 

Amid growing concern that the 
new European Central Bank 
could find it hard quickly to 
develop a dear Identity, Mr Fazio 
has hinted that he. and possibly 
other national governors, could 
dash with fbe permanent execu- 
tive board set up in Frankfurt 
under Wrm Duisenberg, the ECB 

president. 

Interest rates for the new sto- 
gie European currency, the euro, 

are to be set by the ECB's gov- 
erning council, which contains 
six members of the permanent 
executive and 21 national gover- 
nors, including Mr Fazio, who 
wields powerful Influence over 
interest rate setting in Italy. 

The ECB executive board is 
already facing pressure from cen- 
tre-left governments in Europe 
for a cut to interest rates to boost 
economic growth. 

Mr Fazio is now pointing to a 
possibility that meetings of the 
council could be the stage for 
power struggles between the 


executive and national gover- 
nors. 

“Subsidiarity is the principle 
by which everything that can be 
decentralised must be decentral- 
ised," he said in a Financial 
Times interview. “This is the 
basic principle, even of the Maas- 
tricht treaty. 

“All of us must vote [in the 
policy-making council] in the 
Interests of the European area as 
a whole. But it is important to 
remember that the credibility 
and strength of the council 
derives from the credibility and 
strength of the national central 
banks themselves.” 

Mr Fazio's call for a more 
decentralised ECB can be seen as 
an attempt to keep a grip on his , 
power. His central bank is inde- 
pendent and the governor alone 
makes interest rate policy. 

Italian politicians are con- 
cerned that Italy's growth rate - 
at around 1.5 per cent this year - 
is well below that of other 
members of the 11 single cur- 
rency states. 

This means Italy may have to 
fight harder for a euro zone inter- 
est rate policy that suits its 
needs. 

Euro zone rates, Page 3 
Hawk among doves, Page 15 
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that 40 per cent of the 1.900 US 
and European companies and 
organisations covered in the sur- 
vey would not be testing their 
entire systems before 2000. In 
addition, half of the companies 
said they would not be testing 
their systems in conjunction with 
their trading partners. 

Of the total increase in planned 
expenditure on defusing the mil- 
lennium bomb that has emerged 
In the last six months, the share 
going to computer hardware has 
risen by more than half to 
$L69bn. Estimated software costs 
have increased 12 per cent to 
SSOObn. while staff costs have 
risen 17 per cent to $489bn. 

One result of the channelling 
of resources into the problem is 
that other information technol- 
ogy projects are being postponed. 


“We are beginning to see a large 
and growing backlog of post- 
poned IT initiatives." said Mr 
Unwin. 

He denied that his company 
was using the issue to stimulate 
business for itself, with only 6 
per cent of its work related to the 
problem: “This issue goes beyond 
corporate matters - it is abso- 
lutely essentia] that immediate 
action is taken to protect the 
vital services in society." 

The report's pessimistic conclu- 
sions will be backed up tomorrow 
when Taskforce 2000, a UK pres- 
sure group, is expected to report 
that a quarter of UK government 
departments and agencies are 
badly prepared. ■ 


Paradox for world business, Page 4 
Bomb boosts Indian sales, Page 7 



LUs Bores surveys the wreckage of his home in the Honduran town of 
Pespira ye s terday. Help is continuing to pour into the region after last week's 
floods and mudslides -thet kiBed up to 1(M)00 people. Report. Page 8 Reuters 


EU threatens 
retaliation 
against US 
in banana 
trade dispute 

By Neil Buckley in Brussels 

The European Union warned 
yesterday that threatened trade 
sanctions by the US over the 
EU*s banana import regime 
risked damaging transatlantic 
relations and the multilateral 
trade system - and would be met 
with a robust response. 

A spokesman (or trade commis- 
sioner Sir Leon Britt an said the 
EU had "several options" if sanc- 
tions were imposed, including 
action against the US through 
the World Trade Organisation. 

"If the US has a problem with 
{the banana regime] it should use 
the proper jVVTOl channels." the 
spokesman said. "It should not 
use the rules of the jungle." 

Pierre Moseovici, France's 
European affairs minister, said 
the EU had already responded to 
US complaints about the banana 
regime. He sa'ul France could 
"only deplore" the US willingness 
to resort to unilateral action. 

Sir Leon is expected to give 
what aides called a "trenchant 
defence” of the WTO system 
during a press conference today. 

That will come before Washing- 
ton is expected to publish a pre- 
liminary list of European exports 
on which it proposes sanctions in 
an effort to force the EU to make 
further changes to its banana 
import system. 

There was speculation in Brus- 
sels that the US would propose 
sanctions on high-profile prod- 
ucts, such as Scotch whisky and 
French wine and cheese, to exert 
maximum pressure on the £U. 
The US is expected to consult 
industry on its preliminary 
sanctions list before announcing 
a shorter, definitive, list in 
December. 

Officials at the European Com- 
mission. the EU executive, 
insisted that the US should 
instead stay within the WTO 
system and launch an appeal. “If 
they appeal, we will co-operate 
hilly." said one. 

lire US has already won a 
WTO case over the regime, which 
gives producers in former Afri- 
can. Caribbean and Pacific colo- 
nies of France and the UK privi- 
leged access to the EU market. 

But Washington said changes 
introduced by the EU last month 
did not go Tar enough in improv- 
ing access for bananas grown in 
Latin America. 
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- EUROPE - - 

HUMANITARIAN AID PLAN TO SEND 1M TONNES OF WHEAT AND UP TO 150,000 TONNES OF BEEF TO TACKLE SHORTAGES 


Bonn coalition 

EU outlines food package for Russia acts to defuse 

energy tax row 


r oE‘ ; 


By Mcftael Smith in Brussels 

The European Union is 
lining up an Ecu400m 
t$476ra) food aid package to 
help Russia tackle shortages 
resulting from its financial 
crisis. 

The European Commission 
outlined the proposed pack- 
age to EU foreign ministers 
yesterday in the expectation 
of a formal request for aid by 
Russia within the next few 
days. 

Its proposal came three 


days after the US agreed a 
deal with Moscow to provide 
Russia with a $600m credit 
line for food, plus 1.5m 
tonnes of wheat and an extra 

100.000 tonnes of food as 
humanitarian aid. 

Under the Commission 
proposal, food including lm 
tonnes of wheat and up to 

150.000 tonnes of beef will be 
provided to Russia free. 
Money fbr transport would 
also be included in the 

Ecu-lOOm package. 

The money raised from 


selling the food would go 
into a fund to be used by 
Russia for “social purposes”. 

EU countries will have to 
approve details of a food aid 
scheme. However Wolfgang 
SchUssel, foreign minis ter of 
Austria, holder of the rota- 
ting EU presidency, said the 
reaction of his colleagues 
from other countries yester- 
day was favourable. 

The scheme will he wel- 
comed by EU fanners, whose 
incomes have dropped 
sharply in recent years fol- 


lowing a fall -off in exports to 
Russia and Asia and a ward- 
wide reduction In commod- 
ity prices. Virtually all the 
food will come hum the Ell's 
so-called “intervention 
stocks", created because the 
EU binds itself to buy prod- 
ucts from farmers at guaran- 
teed prices when markets 
are depressed. Reducing 
intervention stocks will 
eventually help prices to 
recover. 

The Commission said it 
would insist on controls to 


ensure food be sold at local 
market prices and that it is 
not re-exported. 

The Ecu400m would come 
from Common Agricultural 
Policy funds, although a 
spokesman for Franz FIs- 
chler. farm commissioner, 
said the GAP's ability to 
finance the deal depended on 
EU countries agreeing to 
increase a previous request 
for additional fluids fbr next 
year’s budget. 

Although the EU -has 
undertaken 'to consider any 


Russian request quickly, it is 
unlikely food will be sent to 
Russia for several weeks and 
possibly not until the New 
Year. 

Apart from the wheat and 
beef, the Commission's pro- 
posed package comprises 
500.000 tonnes of rye, 100.000 
tonnes of ptgmeat, and 50,000 
tonnes each of skimmed 
milk powder and rice. 

The Commission formu- 
lated tts proposals after offi- 
cials visited Russia last 
week. 


By Peter Nonnan oi Bonn 


Call for companies league table 


By Robert Taylor, 

Employment Editor 

The European Union should 
create a performance league 
table for large companies 
based on best employment 
practices, and “bad" employ- 
ers who fail to comply 
should be penalised finan- 
cially. an EU working group 
has proposed. 

The proposal is contained 
in the report from a group 
chaired by Pehr Gyllen- 
h ammar , rhalrmnn of CGU 
Investment group and for- 
mer head of the Volvo car 
corpo ration in Sweden. 


It was created by the Euro- 
pean Commission to exam- 
ine “the economic and social 
implications of industrial 
change", following the crisis 
caused by Renault's decision 
last year to close its Vil- 
voorde plant in Belgium. 

The study proposes that 
companies round lacking in 
their employment practices 
should be denied access to 
grants, public procurement 
and public aid Tor research 
and development It also pro- 
poses private companies 
employing more than 1,000 
employees inside the EU 
should be denied state aid if 


they foil to “take the neces- 
sary steps to safeguard the 
employability" of employees 
they have to dismiss. 

The study will be put for- 
ward for approval at next 
month's head of EU govern- 
ments summit in Vienna. An 
interim draft, published last 
summer, provoked criticism 
from employer organisa- 
tions. But Mr Gyllenhammar 
and his colleagues have 
refused to tone down their 
proposals. Indeed, they have 
toughened some up. 

However, the group 
believes “governments 
should abstain from interfer- 


ing in industrial change." 

The proposed creation of a 
European company perfor- 
mance league table is 
designed to ensure compa- 
nies prepare annual “manag- 
ing change" reports. These 
would lay out corporate 
plans for structural change, 
education and training, 
health and safety, and equal 
opportunities. The reports 
would also show what the 
company is doing in practice 
to implement plans. Mr Gyl- 
lenhammar said the group 
was opposed to legislation 
but favoured voluntary 
action. But he added: "For 


any company not to prepare 
its employees for any redun- 
dancy situation is quite 
unacceptable.” The report 
believes “legislation should 
be used to prevent improper 
behaviour” by a company. 

It also argues companies 
must maintain the employa- 
bility of their workforces “in 
anticipation of change”, 
while employees must he 
able to “utilise all available 
tr aining opportunities". 

The report recommends a 
“skills charter” ensuring 
workers access to lifelong 
learning and career guid- 
ance, a “world class infra- 
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Or phone 0800 90 8529 toll free in France , (49) (180) 523-1234 in Germany, 
1678-72021 toll free in Italy or (44) (181) 335-1220 in the U.K. 

Fur rvxnvtions, phone your nearest Hyatt Worldwide Reservation Centre, 
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GyRanfwmman tough proposals 

structure for the information 
society", completion of the 
single market, and a data 
base for companies to use in 
improving performance. 


Kosovo 

peace 

plan 

attacked 

By &ty Dmmore In Belgrade 
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Germany's coalition 
partners yesterday acted to 
defuse a row over higher 
energy taxation by reaffirm- 
ing plans to launch an “eco- 
logical" tax reform in Janu- 
ary, but with reduced rates 
for manufacturers and 
exemptions for energy Inten- 
sive Industries. 

Oskar Lafootalne, finance 
minister and leader of tbe 
Social Democratic party, and 
Jttrgen Trittfn, environment 
minister and a senior Green 
politician, reached political 
agreement on the energy tax 
Increases. They ordered offi- 
cials to work out details of 
the exemptions for draft leg- 
islation next week. 

By agreeing to lower tax 
rates for manufacturers. Mr 
LaTontaine backed away 
from calls within the SPD to 
exempt ail industry from 
higher energy taxes. Mr Trit- 
tfn accepted that petrol taxes 
would rise by only 6 pfen- 
nigs a litre next year, reject- 
ing calls from inside bis 
party for a bigger rise. 

Yesterday's agreement is 
intended to clear the way for 
next year's planned cut in 
contributions to the state 


pension system of qa per 
cent of gross wages.. Higher 
energy taxes are required to 
finance the DMllbn-DMl2bn 
($G.7bn-S7.3bn) cost of tbe 
cut in contributions. 

The new German govern- 
ment’s plans to reshape 
income and company taxes 
also moved a step forward 
yesterday with publication 
of a 300 page finance minis- 
try draft bill for a three 
stage reform to 2003. It coo- 
finned already announmd 
plans for a modest reduqt 'q 
of tax rates and detailed 78 
proposals to broaden the tax 
base, largely by cutting cor- 
porate tax breaks and write 
offs. 

The tax plans, designed 
primarily to increase the 
-purchasing power of fami- 
lies, would be more or less 
fiscally neutral until 2002. 
Then there would be a net 
tax give-away of DM15.3bn 
following revisions to help 
small and medium sized 
companies. Tbe document 
claimed the reform would 
cause companies to publish 
more objective earnings data 
In line with international 
standards and would help to 
speed the globalisation of 
German companies. 


*: 


NEWS DIGEST 


STRUCTURAL FUNDS 


Leaders of the Serb minority 
in Kosovo, backed by an. out- 
spoken Orthodox bishop, 
have accused Yugoslav Pres- 
ident Slobodan Milosevic of 
betrayal by negotiating a US- 
sponsored peace plan that 
would give the ethnic Alba- 
nian majority control of the 
Serbian province. 

“Milosevic has tricked the 
Serbian people." Momcilo 
Trajkovic, leader of. the Kos- 
ovo-based Serbian Resis- 
tance Movement, said yester- 
day. 

“Ordinary people see his 
policies as a betrayal.” 

Mr Trajkovic and Bishop 
Artemije of Kosovo have 
demanded a role in the nego- 
tiating process with US 
mediators and a referendum 
throughout Serbia that 
would determine Kosovo's 
status. 

Mr Trajkovic warned in an 
FT interview that Serbs in 
Kosovo would be ready to 
emulate the Albanian rebels 
and take up sums for their 
cause, as well as form their 
own local government 
Until recently Serbs made 
up around 10 per cent of 
Kosovo’s 2m people, but 
their numbers are steadily 
dwindling. 

Belgrade analysts doubted 
Mr Trajkovic could break 
the grip of Mr Milosevic's 
Socialist party In Kosovo but 
said his attacks would fur- 
ther embarrass the govern- 
ment as it tried to extricate 
itself from what has become 
a costly conflict in lives and 
money. 

A ceasefire between gov- 
ernment forces and the pro- 
independence Kosovo Liber- 
ation Army (KLA) is show- 
ing signs of falling apart 
daily. Officials yesterday 
recovered the bodies of two 
policemen executed by KLA 
rebels just 100m from a 
police station in the central 
town of Malisevo that came 
under attack, on Sunday 

night. 


Commission bows to 
calls to dilute reforms 

The European Commission yesterday bowed to caHs to 
dilute an Ecu20bn ($46) scheme aimed at encouraging 
countries to make better use of regional add funds. Monika 
Wulf-Mathies, regional policies commissioner, indicated 
she would be prepared to rim it the so-called “performance 
reserve” to less than EculObn and give member states a 
say in criteria for distributing the money. 

The principle of a reserve is a cornerstone of the Com- 
mission's proposed reforms of "structural funds", which it 
expects to amount to Ecu218bn between 2000 and 2006.. 
Initially it wanted to hold back 10 per cent of the total 
Its plan to reward efficient schemes and penalise those 91 
which failed to meet agreed performance targets. 

Mrs Wulf-Mathies said she would be prepared to epply 
the 10 per cent to the allocation of funds for the last three 
years of the seven year plan. Agreement on the details is 
unlikely to be reached before a deal next year an structural 
funds and other changes. Michael Smith, Brussels 


EU UNEMPLOYMENT 


Jobless falls to below 10% 

Unemployment in the European Union fell to below 10 per 
cent in September for the first time since December 1 992. 
The 9.9 per cent seasonally-adjusted figure compares with 
10 per cent in the months of August July and June and 
10.6 per cent in September last year. 

The rate in countries participating in the single currency 
fell to 10.9 per cent compared to 11.7 per cent the prevKJ 
ous year. Luxembourg has the lowest EU rate, at 22. per fr 
cent, and Spain the highest at 18.5 per cent. Eurostat the 
EU's statistics agency, noted yesterday that US unemploy- 
ment stood at 4.6 per cent in September and Japan had a 
July jobless rate of 42 per cent Mike Smith, Brussels 
• German industrial production fell a sharper than expec- 
ted, seasonally-adjusted 32 per cent between August and 
September. However, the Bonn economics ministry said 
the figures were distorted by holidays and predicted they 
would be revised upwards. Peter Norman, Bonn 

SINGLE EUROPEAN CURRENCY 



Socialists under pressure 

Portuguese opposition parties to the right of the ruling 
Socialists moved towards an alliance yesterday after the 
government suffered a heavy defeat in a referendum on 
regional devolution. 

Leaders of the centre-right Social Democrats and the 
smaller, right-wing Popular party said they hoped to form 
a partnership, to be known as the Democratic Alternative, 
to fight the next general election, scheduled fbr October 
1999. But they said they would not use their victory in the 
referendum to push for the government’s resignation and 
an early general election. 

More than 63 per cent of voters rejected the govern- 
ment's plan to divide the country into eight administrative 
regions that would elect their own local assemblies and 
regional presidents. Peter Wise, Lisbon 
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France unveils euro stamp I 

■ _ The French post office l’* 2 

yesterday unveiled what It 
said was Europe's first ^ . . 

postage stamp denomi- r- ‘ ' 

nated in euros, the single 
currency. The stamp, to be 
sold from January, will be 
equivalent to the existing 
FFr3 (54 cents) stamps for 
standard letters of less 20 
grams. "Ail the French will 
be able to buy it without 
difficulty," said the public*-, 
sector-controlled post ’V ■ 
office, which wiH print an 
initial run of 500m stamps. 

The launch is part of a 
wider educational cam- 

„ _ paign by the post office to 

prepare the French public for the Introduction of the euro. 

It said yesterday that from January, dual pricing in euros 
and Fren ch francs wiU be applied to most of its products. 

The post office, which also offers banking services, wDI 
charge no fees for conversions between the French and 
European currencies. Samer Iskandar, Parts 
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EWJHHJIReBMraffrjPO^ ENTRANTS BEG1N_NEG0TIATI0NS_T0DAY on complying with membership rules 

European Union looks outwards 


By Oor International Staff 

h If the first substantive biiirg 

~jtn enlarging the European 
Union that start today pass 
off peacefully, it will only be 
because the seven chapters 
selected for discussion are 
the "easiest”. Any bloodshed 
would come later. 

Representatives of Hun- 
gary, Poland, the Czech 
Republic, Slovenia , Estonia 
and Cyprus will in coming 
weeks be wrapped up in the 
nitty-gritty of the 20,000 
pages of the acquis - EU 
rules and regulations - that 
make up the first seven of 
the 37 chapters and have 
been “screened” in meetings 
with the European Commis- 


’Yfrbe screening has com- 
pared the countries' policies 
with EU regulations in the 
seven areas, namely science 
and research, telecommuni- 
cations and information 
technologies, education and 
training, culture and audio- 
visual policy, industrial pol- 
icy. small and medium-sized 
undertakings, and common 
foreign and security policy. 

Relatively few differences 
have emerged but the early 
progress could influence 
future discussions on more 
difficult issues next year, 
including agriculture, prop- 
erty purchase rights, envi- 
ronmental costs, and con- 
trols on borders with non-EU 
countries further east. 

There are no signs that 
'■Merest in joining the EU 
fPlub is flagging among the 
first-wave candidates, even 
though no permanent 
exemptions from any EU 
laws are permitted. Most 
negotiations will concern 
transitional arrangements 
under which applicants can 
maintain their own rules in 


a given sector for a limited 
time after EU entry. 

Hungaiy 

Hungarian officials have a 
common refrain on their 
country’s membership: if 
they are not in by January 1, 
2002, it will be the EU's fault, 
not Hungary’s. With a star 
pupil's enthusiasm, Hungary 
has submitted position 
papers on 11 screening chap- 
ters. behind only Estonia, 
with 12. and ahead of other 
applicants’ seven. 

Budapest is seeking transi- 
tional arrangements in three 
areas - and “discussions” in 
two others - the most sub- 
stantial being a 10-month 
delay on telecoms liberalisa- 
tion beyond its target mem- 
bership date of January. 
2002. Other concerns include 
elements of trademark law, 
pharmaceuticals certifica- 
tion and product liability 
laws as well as special 
arrangements pending expi- 
ration of European Coal and 
Steel Community Treaty in 
mid-2002. 

More substantial concerns 
are lurking, including agri- 
culture. Hungary says its 
farmers should enjoy the 
same subsidies as EU coun- 
terparts from the start. But 
Brussels says that subsidies 
under the Common Agricul- 
tural Policy were designed to 
compensate farmers for pro- 
gressive lowering of farm 
support prices - which 
non-EU farmers never 
enjoyed anyway. 

The EU will also demand 
an end to restrictions on the 
sale of agricultural land to 
foreigners, a sensitive issue 
in Hungary as in most of 
central Europe. Another big 
worry is relations with the 
3m Hungarian citizens living 


outside Hungary, particu- 
larly in Romania and Slo- 
vakia, and how these could 
be affected by the Schengen v 
agreement, the EU's open: 
internal borders policy. 
Schengen membership 
would mean opening Hunga- 
ry’s border with the EU - 
turning the rest of Its bor- 
ders Into the EU's external 
frontier. 

Poland 

Last week's Commission 
progress report on the 
screening process was com- 
plementary of Po land, and so 
warmly welcomed. Like 
Hungary, it believes it will 
be ready for EU membership 
at the end of 2002. It is seek- 
ing only one transition 
arrangement in the current 
seven chapters - a delay, for 
military reasons, in releas- 
ing radio frequencies for 
mobile telephone operators. 

Poland's steel restructur- 
ing plans have prompted a 
trade dispute that will come 
up at a separate meeting 
today. 

The big question over 
Poland's entry, agriculture, 
is yet to come, however. The 
largest in central Europe, 
Poland's farm sector 
employs 25 per cent of the 
working population. Like 
Hungarians, Polish farmers 
want EU subsidies from the 
date of entry, but are 
unlikely to receive payments 
on anything like the scale 
made in the west. Negotia- 
ting transitional arrange- 
ments could be difficult. 

Other looming problems 
are Poland's ban on land 
sales to foreigners and the 
heavy cost of raising envi- 
ronmental standards, partic- 
ularly fn coal mining 
regions. 


Strauss-Kahn defends 
new left ‘homogeneity’ 


By Robert Graham 

Dominique Strauss-Kahn. 
grench finance minister, yes- 
^■day gave a spirited 
defence of the new economic 
thinking among Europe’s 
left-of-centre governments; 
insisting the left had aban- 
doned its long-standing “dis- 
trust for and interference in 
markets". 

With Socialists or Social 
Democrats running 13 of the 
15 European Union govern- 
ments. he said there was 
now “a rare degree of intel- 
lectual homogeneity". The 
right, he insisted, could no 
longer pin the label “tax- 
and-spend” politicians on 
this new left. 

In a speech marking the 
25th anniversary of the Cen- 
tre for Economic Policy 
'kReseurch in London. Mr 
T Strauss-Kahn also gave bis 
first detailed views on the 


exchange rate policy of the 
euro. Euro-zone finance min- 
isters could, in certain cir- 
cumstances. intervene in the 
exchange rate but he did not 
endorse formal target zones 
for parities. 

The European Left no lon- 
ger considered free markets 
as subjects “you should 
either destroy or revere" but 
rather "essential institutions 
of a modem economy, which 
governments should abstain 
from interfering in". 

However, governments 
had a responsibility to 
enforce basic rules and: they 
should be ready to reform 
market structure if neces- 
sary. The left, he said, would 
show that price stability and 
fiscal rectitude were not the 
preserve of right-wing eco- 
nomic orthodoxy. “Gone are 
the days when Margaret 
Thatcher's Britain and Fran- 
cois Mitterrand’s France 


were implementing almost 
entirely opposite policies," 
he said. 

Turning to the euro, he 
warned of the risks of 
upward pressures on the 
value of the single currency 
because of- a shift in the 
demand for euro-denomi- 
Dated assets. Whatever the 
magnitude of this risk, he 
said it was important to 
avoid a combination of tight 
money and lax budget poli- 
cies that could foster an 
appreciation of the euro. 

Mr Strauss-Kahn said EU 
finance ministers should 
monitor developments 
closely and “make use. if 
necessary, of the provisions 
of article 109 of the Maas- 
tricht Treaty". This permits 
finance ministers, after con- 
sultation with the European 
Central Bank, to set 
exchange rate policy guide- 
lines. 


Euro-zone interest rates 
seen as low enough 



ECB watch 


By Wolfgang MOnchan 
in Frankfurt 

Senior officials of the 
European Central Bank have 
been going out or their way 
recently to damp expecta- 
tions that the bank will cut 
interest rales to below 3.3 
per cent during the first half 
Of 1999. 

4/ Wim Duisenberg. ECB 

* president, gave a fairly opti- 
mistic prognosis for the 
euro-zone economy last 
week, while Otmar Issing. 
chief ecunomist, said the 
impart or the global eco- 
nomic slowdown on Europe 
would be noticeable but lim- 
ited. Mr Issing added that 
interest rale cuts in the US 
did not justify interest cuts 
m the euro-zone - a clear 
hint that he believed interest 
rates were low enough. 


Since the ECB has no 
track record, interest rate 
forecasts often reflect what 
forecasters believe ought to 
happen rather than what 
they think is likely to hap- 
pen. Current data and fore- 
casts and statements from 
ECB officials provide little 
evidence to suggest that a 
rate cut is likely without a 
change in external circum- 
stances - for example, a 
sharper than expected inter- 
national slowdown. 

Economic data for the 
euro-zone and some of its 
member states give out con- 
flicting signals. The global 
crisis has not yet translated 
into actual output losses but 
it has hit business confi- 
dence. Consumer spending 
in the core euro-zone States 
remains buoyant and the foil 

in German unemployment 

from 10.7 per cent in August 
to 10.6 per cent in September 
was bigger than analysts 
had expected. 

Most forecasts, including 
those by the European Com- 


mission and private-sector 
economists, predict a moder- 
ate slowdown in economic 
growth in 1999 and a 
rebound in 2000, which sug- 
gests the effect of the crisis 
will be limited both in extent 
and duration. They also pre- 
dict a stable price environ- 
ment, with projected 
increases in the harmonised 
index of consumer prices of 
1-2 per cent in 1999 and 2000 
- well within the ECB's 
Inflation target zone of 0-2 
per cent. 

It would be difficult for the 
bank to justify a cut in rates 
on the basis of its policy 
parameters - a monetary 
reference range and an infla- 
tion forecast. Both appear 
within their respective tar- 
get zones. The ECB has yet 
to pub lish harmonised mone- 
tary data for the euro-zone, 
but the various national 
monetary data do not indi- 
cate a monetary crunch and 
virtually no published fore- 
cast points to a fall in the 
general price leveL 
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Czech Republic 

The Czech Republic suffered 
scathing criticism of its slow 
reforms in last week's 
report. 

The government, which 
took office in July, blames 
its predecessors and accepts 
that Brussels has a right to 
be unhappy. “It’s very good 
when somebody finally tells 
the cruel truth to those who 
have been telling us we are 
the number one in Europe,” 
said Milos Zeman, the Social 
Democrat prime minister. 

The slowdown highlighted 
in the Commission report 
has not shown up in the 
screening process so for. Of 
the seven chapters, the gov- 
ernment has asked for a 
transition period only in 
broadcasting, arguing that 
pay and cable television sta- 
tions will not be able to 
show enough EU output, as 
required under EU direc- 
tives, until 2005. 

In future talks, the Czech 
Republic is also likely to ask 
for a transition period on 
environmental rules. The 
country is heavily industria- 
lised and, despite much prog- 
ress since 1989, remains one 
of the most polluted areas of 
Europe. Agriculture is a 
smaller part of the economy 
than in Poland or Hungary 
but still has political clout, 
as a recent trade dispute 
with the EU over apples 
showed. 

Also, the Czech Republic's 
special relationship and cus- 
toms union with Slovakia 
could pose difficulties if the 
two former parts of the 
Czechoslovak federation 
were to join at different 
times and a Schengen-stan- 
dard border had to be cre- 
ated. 

Another obstacle for the 


Czech Republic joining the 
Schengen agreement is the 
risk of an exodus to the west 
of the country’s 300,000 
Romanies. 

Tbe Commission report 
last week highlighted perse- 
cution of Romanies as an 
urgent problem to address. 

The question of foreigners 
buying Czech land is also 
particularly sensitive given 
the expulsion of 2.5m Sude- 
ten Germans at the end of 
the second world war and 
the desire of some of their 
descendants to return. The 
government appears to 
recognise it will have to 
allow foreigners to buy pri- 
vate property, but it may try 
to exclude them from buying 
privatised state farm land 

Slovenia 

Slovenia's biggest immediate 
hurdle will be to put off lib- 
eralisation of audio-visual 
policy. The government has 
requested a two-year delay 
in fully implementing EU 
rules in order to encourage 
domestic producers facing 
strong competition from 
Pop-TV, a fo reign-owned 
commercial station, broad- 
casting largely American 
programmes. 

Telecommunications also 
presents some potential 
problems for the country in 
establishing an effective reg- 
ulatory agency. 

In the longer run. Slo- 
venia's main problem areas 
are likely to be free move- 
ment of goods, and the 
implementation of EU com- 
petition policy. 

Slovenia was criticised by 
the European commission in 
its latest opinion, partly for 
its slow progress in phasing 
out state aid to uncompeti- 
tive industries. 
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Estonia 

As the only former Soviet 
republic Invited to the talks. 
Estonia is aware it must 
overcome the caution of EU 
states worried about extend- 
ing the union so far to the 
east. Hence the eager presen- 
tation of 12 chapters. In the 
early negotiations, it seeks 
transitional arrangements in 
three fields - government 
statistics, fisheries and spe- 
cial trade agreements with 
Latvia and Lithuania. 

In future, the en virement 
could emerge as the largest 
problem, given Estonia's 
reliance -on open-cast oil 
shale mining for energy. 

Cyprus 

Cyprus is seeking a transi- 
tional deal on telecommuni- 
cations - a 12-month post- 
ponement until January 1, 


2003. on liberalising fixed- 
wire telephony - tu allow 
more time lo train regula- 
tors and for the Cyprus Tele- 
coms Authority, still a state 
monopoly, to prepare for 
competition. 

In general, the island will 
be ahead of the pack in nego- 
tiations because the rela- 
tively modern, service- 
oriented economy is small 
and Greek Cypriots have less 
ground to cover on adapting 
their laws to EU require 
meats than the five ex-com- 
munist candidates. 

But Akel. the unrecon- 
structed Greek Cypriot Cora 
munist party, which is the 
largest political grouping, 
will drive a hard bargain on 
three financial issues due to 
be discussed with the Euro- 
pean Commission next year 
- interest rate deregulation, 
the favourable tax treatment 
given to international ship- 


ping usino Cyprus- as a "fin:: 
ol convenienti 1 ”. .uid the s*t.i- 
tus of more than in mm 
Cyprus- hasert ol1<1n*re com- 
panies. 

Bui even the speediest of 
accession procedures will In? 
overshadowed by Cyprus's 
division into Turkish and 
Greek Sectors, l ast week. 
Greece repeated its ihn.vil iu 
block accession lor the cen- 
tral Europeans If Cyprus was 
excluded trum the lirsi wave 
of entrants. But the quest ion 
of whether to admit tile 
island and Us problem- In 
the EL 1 so loll 1 .' as it rem.'i un- 
divided is by wo means 
resolved. 

Report:: bit Su-f tin II nasty! 
in Loudon. Sell Bueklen ..■? 
Budapest. Cl i ris top i: *• r 

Bobinski in Warsaw. Robert 
Anderson in Prague and 
Kerin Hope in Athens 
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INTERNATIONAL 


NEWS DIGEST 

IRAQ WEAPONS INSPECTIONS 


Saddam ‘underestimating 
international community’ 


George Robertson, UK defence secretary, warned 
yesterday that the Iraqi crisis was the most serious since 
the Gulf war and said the international community's 
patience was running out. 

“He {Iraqi President Saddam Hussein] Is dangerously 
underestimating the international community if he thinks he 
can go on playing cat and mouse with them," Mr Robert- 
son said at the end of a visit to Kuwait and Bahrain. “Inter- 
national patience is wearing thin with Saddam." While the 
UK stepped up the rhetoric and US President Bill Clinton's 
advisers ’were preparing to present diplomatic as well as 
military options, Iraq maintained a defiant attitude, refusing 
to back down and resume co-operation with weapons 
inspectors, hatted on October 31. Route Khalaf, London 


INTERNATIONAL TERRORISM 


Bin Laden deadline set 


Afghanistan's Taliban movement yesterday set a Novem- 
ber 20 deadline for the US to provide evidence that exiled 
Saudi dissident Osama bin Laden is an international terror- 


ist. 


The Taliban has refused US requests for extradition of 
the man accused of masterminding the Kenyan and Tan- 
zanian embassy bombings in which hundreds died, but 
said it would put him on trial. 

“If there is no proof submitted against bin Laden, then 
he is innocent. We cannot wait forever for this drama," 
Moor Mohammad Saqid, the Taliban's chief justice, said. 
"We will listen to both sides' statements," he said. “The 
one who makes the claims must present his witnesses and 
prove the case against the accused, otherwise he will fail.” 

The chief justice promised the procedure would deliver 
“100 per cent justice” according to Sharia law. 

Mr bin Laden has been living in Afghanistan as a “guest" 
of the Islamic militia The Taliban's senior spokesman, 

Walil Ahmad, said the movement would continue to reiuse 
US requests for his extradition. The US has offered a 
reward of SSm far the arrest of Mr bin Laden and in 
August attacked with cruise missiles what rt said were his 
training camps in south Afghanistan. Reuters, Kabul 


YEAR 2000 COMPUTER BOMB FEARS GREATEST AMONG BEST PREPARED COMPANIES 


Worrying paradox for world’s 




By Christopher Price in London 


ANGOLA DIAMONDS 


Five die in mine attack 


About 50 armed men have attacked a diamond mine in 
Angola, killing five people and taking four hostage, the 
owner DiamondWorks of Canada reported yesterday. 

Two of the dead were British, one a manager and the 
other an engineer. Two Angolans and a Portuguese were 
also killed. A British geologist is among the hostages, as 
well as a South African and an Angolan with South African 
residency. Two others are missing, and 18 Angolans were 
injured in the attack on the Yetwene mine in the Lunda 
Norte province. DiamondWorks said witnesses said the 
rebel army Unrta was involved. However Michael Grun- 
berg, a DiamondWorks director, said it was extremely 
unusual for Unita to take hostages. He said no diamonds 
were taken and the mining equipment and processing 
plant were undamaged. Kenneth Gooding, London 


The year 2000 millennium 
computer bomb is producing 
a worrying paradox: those 
companies and organisations 
that have made efforts to fix 
the problem are the least 
confident that their attempts 
will succeed. 

This is one of a number of 
disturbing findings in a com- 
prehensive study by Cap 
Gemini, Europe's biggest 
software and services group, 
of the miUonnium computer 
problem, when many older 
systems could malfunction 
because of their Inability to 
recognise the change of date 
from 1999 to 2000. 

The annual survey found 
that US groups had already 
spent 61 per cent of their 
total estimated year 2000 
requirements, with S3 per 
cent “confident" their 
systems would cope. 

However, the confidence 
level among European com- 
panies and organisations 
was 95 per cent, in spite of 
spending less than half their 
year 2000 budgets. 

“Why is the US less confi- 
dent,” asks Geoff Unwin, 
vice chairman of Cap Gem- 
ini? “Because they have seen 
the size of the problem." 

Further evidence for this 
comes from the 20 per cent 
Increase in the estimated 
cost of f ixing the millennium 
bomb from $719bn to $858bn 
in the past six months, 
according to the report. Mr 
Unwin says tins reflects the 
fact that once a company 
begins to tackle the mfllen- 


MilleiHiium bug 

OrganestkMS tasfog tJratogk* 
%-of K^ausaEons 





• **- - ' -T ■ V* 


Strom jfintNOT .Stealm 
$i70fan Sofabro- Santo 
$41Btai People S4W* 


Appficaion Platform 

Sbura lipfiwao 



Total S7i *m 



nium bomb, the scale of the 
problem becomes apparent 
and grows. 

The biggest paradox was 
found In France, where 95 
per cent of companies said 
they were confident of their 
“mission critical systems", 
while having spent less than 
half of their intended expen- 
diture on the problem. 

The US and Europe moved 
further apart on plans to 
adopt measures aimed at 
preserving business continu- 
ity after December 31. 1999. 
Some 98 per cent of US com- 
panies said they bad made 
contingency arrangements, 
against 60 per cent across 
Europe. This latter figure 
ranged from 35 per cent In 
Germany to 85 per cent in 
the UK.' 

Two-thirds of US groups, 
but only one third of Euro- 


peans believe they are at 
risk from a failure in essen- 
tial services due to the mil- 
lennium bomb. The same 
proportion of US groups also 
fear the failure of their trad- 
ing partners' systems as a 
leading cause for concern. 
The figure for Europe is 
barely a quarter, with Ger- 
many and Spain the lowest 
with 13 per cent 
Not surprisingly, - Ameri- 
can companies are well 
ahead of their European 
counterparts in taking con- 
tingency measures. For 
example. 38 per cent 
of the former have plans to 
stockpile items essential, to 
the business ahead of the 
millennium. This figure 
drops to 19 per cent in 
Europe, with Germany (8 per 
cent) and Belgium (9 per 
cent) at one end and Sweden - 


(34 per cent) at the other. 

More than two-thirds of, 
US groups have made plans 
to use alternative trading, 
partners, compared with 2$ 
per ce n t in Europe. . . -s-. ' 

The survey found -that tfteV 
-Nordic countries, had among 
the lowest expenditure 
required to solve the com- 
puter bomb, while also hav- • 
ing the lowest level of expert- • 
diture as a proportion of 
their total IT spend. Thus 
Norway. Finland and Den- 
mark have an estimated year- 
2000 expenditure of between ; 
32bn and $3bn each, which/ 
accounts for between 35 and - 
45 per cent of their annual 
IT outlay. 

Spain Eared the worst In 
the study, which found that ' 
its $llbn year 2000 problem 
was equivalent to the calm- 
try’s entire annual IT expen- r 


diture. This will result, the 
study calculates, in a third 
-of ail. Spanish companies not 
befog "finished" in time for 
January l. 2000. 

Other countries higt 
li ghted as likely to be left 
unprepared Include the 
Netherlands, where a. fifth of 
all companies are forecast to 
be unready. The UK is the 
_ next worst, some 13 per -cent 
of companies being unfin- 
ished, with Germany close 
behind. 

1 'The US dominates expen- 
diture on the problem, 
‘ accounting for $655bn of the 
$862bn total required to 
.solve lbs computer bomb 
problem, equivalent to 90 per 
cent of annual IT expendi- 
ture. However, Its moves to 
■tackle the issue leads the 
study to forecast that just l 
per .cent of US Companies 


will not be ready in time. , 
Of -The- other count i^L 


studied; Italy. Norway and 
Finland are forecast to have 
no companies left unpre- 
pared for the millennium 
bomb. The figure for Den- 
mark Is 2 per cent or compa- 
nies unprepared, 3 per cent 
for Sweden, and 4 per cent 
for France and Belgium. 


However. Chris Webster, 
the report's author, warns 
that in asking companies 
whether or not they would 
be ready for year 2000 also 
begged the question of 
which criteria the respon- 
dents were using in testing 
their computer systems. 


“Some companies are 
more rigorous than others in 
their testing and it remains 
to. be seen how effective th^i 


have been.* 


Company conduct codes ‘foil to hit target’ 


By Frances WBBams in Geneva 


Proliferating company codes 
of conduct, social labelling 
schemes and ethical invest- 
ment initiatives are not nec- 
essarily helping those sup- 
posed to benefit, according 
to a study prepared for the 
International Labour Organi- 
sation. 

The ILO study says 
increasing calls for busi- 
nesses to be responsive to 
social concerns, and the 
need for companies to pro- 


tect their image, have pro- 
duced numerous voluntary 
initiatives to promote good 
labour practices within com- 
panies and their suppliers. 

However, many or the ini- 
tiatives are highly selective. 
Some, for instance, target 
only child labour. Relatively 
few are based on the ILO’s 
international standards and 
most are drawn up without 
consulting workers in poorer 
countries, usually - the 
intended beneficiaries, on 
their priorities. 


The tLO's tripartite gov- 
erning body, which meets 
this week and next, is due to 
discuss whether the organi- 
sation should itself draw up 
common guidelines for the 
content and monitoring, of 
codes of conduct and other 
.voluntary initiatives. 

An analysis of 215 codes of 
conduct. found that three- 
quarters, contained. provi- 
sions on occiipati onaJ safety 
and health. Two-thirds tack- 
led discrimination in 
employment, slightly less 


than half concerned child 
labour and about one quar- 
ter prohibited forced labour, 
three of the ILO's four core ■ 
labour standards. 

Though 40 per cent 
referred to wage levels, ofteri. 
rather vaguely, only 15 per 
cent made any references to- 
fTeedom to Join a trade:' 
union .and bargain collec- 
tively, the other fundament 
tal ILO principle. Definitions' 
of worker rights also fr^-" 
quently varied from those 
contained in ILO standards 
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By Victor Maket 
In Johamesborg 


South Africa facts six years 
of investigations and trials 
to deal with those who com- 
mitted human rights abuses 
during the apartheid era, a 
senior state prosecutor said 
yesterday. 

Jan d'Ollveira, deputy 
director of national prosecu-. 
lions who has been investi- 
gating political crimes under 
the former regime, said tils 
office was preparing several 
cases. These included some 
against former security force 
generals and against Wouter 
Basson, head of the old 
regime’s chemical and bio- 
logical warfare programme. 
It was also investigating the 
affairs of Winnie MadlKizela- 
Mandela, the convicted kM-... 
napper and ex-wife "of Presi- 
dent Nelson Mandela. * T' 

.Mr d'Ollveira's comments 
are likely to fuel a debate in 
South Africa about whether 
to grant a blanket amnesty 
to all political criminals. 



Winnie MadadzaJa-htendda: 
affairs being Investigated 
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He was speaking 10 days 
after the country’s Truth 
and Reconciliation Commis- 
sion issued a 3,500-page 
report which, found the pre- 
vious; white minority govern-, 
meht guflty of gross human 
rights violations between 
I960 and 1994. The report 
also condemned the Tnkat-ha 
Freedom party of Mango- 
suthu Buthelezi, now the 


now ended, it continues to 
process amnesty applica- 
tions from former govern- 
ment agents and their guer- 
rilla opponents. Amnesty is 
granted to those who com- 
mitted crimes for recognised 


a halt. “If the representa- 
tives of society agree- that It 
most stop, they must pass a 
law. In the meanwhile, we 
win continue with the jus- 
tice process." 

. He admitted, however. 


political ends.and who make. \IJtet. new criminal cases 
: a full disclosure, -v;/ //jsr^re already . p r rf t T yi g a pur- 

-• Those '' *»bf<r have -the justice system, 

sought amnesty, including “We have past crimes on the 


Mr Buthelezi and ex-p resi- 
dent p.w. Botha, may now 
be prosecuted. Some South 
Africans - including 


one band and c urren t crime, 
which is increasing, on the 
other hand. Somehow we 
have got to attend to both." 


MIDDLE EAST PEACE PROCESS NETANYAHU INSISTS ON VOTE ON PALESTINIAN CHARTER 


US angered as Israelis erect 


another Wye accord obstacle 


By Judy Dempsey In Jerusalem 


When an enthusiastic 
President Bill Clinton forged 
last month's new Israeh-Pal- 
estinian interim accord, he 

promised to visit the region 

in December. 

He said he would address 
a meeting in Gaza at which 
Yassir Arafat, president of 
the Palestinian Authority, 
senior officials or the Pales- 
tine Liberation Organisation 
and Invited members of the 
700-strong Palestine National 
Council (PNC) would be 

present 

But little did US officials 
realise how Israel would con- 
test the meeting, and in 
doing so place another obsta- 
cle in the way of implement- 
ing the Wye Plantation 
accord. This time it was the 
Palestinian Charter which 
had once called Cor the 
destruction of Israel. 

In the Wye accord, Mr 


Clinton, Mr Arafat, and Ben- 
jamin Netanyahu. Israeli 
prime minister, had agreed 
participants at tbe Gaza 
meeting, would "reaffirm 
their support for tbe peace 

process and the. . . deci- 
sions of the Executive Com- 
mittee and the Central Coun- 
cil". Those committees' 
“decisions" Involved reaf- 
firming a letter Mr Arafat 
sent to Mr Clinton last Janu- 
ary, specifying which 
clauses that called for the 
destruction of Israel had 
been annulled by the PNC in 
April 1996. 

Then, in an historic vote, 
by 504 to 54 the PNC 
approved a resolution calling 
for the charter to be 
amended - after the then 
Israeli government under 
Shimon Peres, and the US, 
had first approved the reso- 
lution's wording. 

But on his return from 
Wye, Mr Netanyahu insisted 


that instead of a reaffirma- 
tion, all PNC members 
should again vote to annul 
the offensive clauses. Other- 
wise, said government offi- 
cials. the Wye accord which 
entails Israel handing over 
13 per cent of West Bank 
land In return for greater 
security guarantees, would 
not be implemented. “It was 
as if the Wye accord did not 
exist," said one Palestinian 
negotiator. 

The US, surprised by the 
turn of events, is worried 
that, if pushed, Mr Arafat 
might be unable to muster a 
strong majority to reaffirm 
the changes in the covenant. 

That was the reason why 
the wording in Wye was cho- 
sen: it was considered a 
workable compromise for Mr 
Netanyahu and Mr Arafat to 
save face from their respec- 
tive opponents of the peace 
accords. 

Palestinian negotiators 


believe Mr Netanyahu is 
backtracking on the Wye 
accord in order to delay its 
Implementation. Mr Netan- 
yahu. however, argues that 
the original PNC vote did 
not go far enough since nei- 
ther the changes nor the 
annulled clauses were ever 
published, in any case, 
added one oF his advisers, 
the Wye accord is open to 
many interpretations. “How 
can you reaffirm something 
without a full vote?" asked 
one official. 

US officials are increas- 
ingly angry about the 
impasse. In a letter sent by 
Edward Walker, US ambas-1 
sador to Israel, to Danny 
Naveh, Israel's cabinet secre- 
tary. he repeated the terms 
of the Clinton meeting. “We 
will not change them and 
they will remain our policies 
In the future," wrote Mr 
Walker. It is not certain who 
will blink first. 
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and Presidents. 



H'lton Munich City. 
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Regular guests know that we take food 
very seriously. (So seriously, that a 


number of our restaurants have won 


awards.) You can enjoy every land of 


meal from banquets to bar snacks 


And we also offer line wines and 


champagnes, for when that meeting 
goes especially well 



It happens at the Hilton 
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F r j n c i 3 c o i To >.v e r s 
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Warm meter; DC. 
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of things happen at a Hilton. But you probably won't notice most of them 
WII make sum of that Vxi wont notice l® making your room spotless 
Or organising your meeting. Or just running the place so smoothly, that it leaves 
completely free to concentrate on business. And -it's the same wherever 
you go. Whether that's Manhattan Island or a desert island 
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World Radio Broadcast, 
Toe Wu J do r f Ast o n a , 
Mew York. 
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HK Gitic creditors may recoup half of loans ^ l '^ alia 


) s 


By Louise Lucas in Hong Kong 


Creditors of Gitic Hong 
Kong, whose mainland par- 
ent collapsed last month, 
could receive repayment of 
just over half the value of 
their loans, according to first 
estimates by the liquidators. 

The estimates set a bear- 
ish tone for creditors of the 
parent, Guangdong interna- 
tional Trust and Investment 


Corporation (Gitic). the 
investment agency of Chi- 
na's prosperous southern 
province and recipient of an 
estimated USSSbn loans from 
foreign banks. 

China's central bank has 
pledged to make foreign 
creditors who registered 
their loans a priority for 
repayment. However, no 
guidelines have yet been 
issued on the terms for 


repayment and jitters within 
the banking sector have 
prompted some banks to rein 
in their China lending. 

Lenders to Gitic Hong 
Kong, incorporated but not 
listed in the territory, will 
receive repayment in line 
with sale of the company's 
assets. Payment will depend 
upon how much these raise. 
KPMG Peat Marwick, the liq- 
uidator, says their book 


value is HK$3.6bn 
(US$46Sm), while total debts 
come to around HKS3-2bn. 

Analysts say KPMG Peat 
Marwick's estimated pay- 
ment of 54 cents in the dollar 
could prove ambitious given 
the weak state of the market 
into which it is hoping to 
liquidate the group’s such as 
properties and stakes in 
infrastructure projects. 

The main asset is Gitic 


Enterprises, which was 
listed in Hong Kong last 
March and has a market cap- 
italisation of around 
USS33DL according to Gold- 
man Sachs. Trading in the 
company's shares has been 
suspended since last month. 

The payout is also clouded 
by inter-company balances 
between Gitic Hong Kong 
and its parent, and the 
so-called letters of comfort - 


once viewed as quasi-govern- 
ment guarantees - which 
the collapsed parent had 
issued to help support its 
Hong Kong unit’s borrow- 
ings. 

The liquidation process 
began in earnest yesterday 
with the formal appointment 
of KPMG Peat Marwick and 
the setting up of a steering 
company of five banks. 
Those represented, including 


Bank of East Asia of Hong 
Kong and Dai-Ichi Kangyo 
Hank of Japan, ore among 
the worst hit by the Gitic 
collapse. The Hong Kong 
Monetary Authority, the ter- 
ritory's de ' facto central 
Turn ir. estimates that banks - 
based in the territory have a 
total exposure of HKSllbn to 
Gitic, and of HKSUbn to Chi- 
na's other Itics. of which 
there are some 240. 
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rate cut 
rumours 


By Gwen Robinson and 
Peter Rfontejpan in Canberra 


Protesters put pressure on Habibie 


By Sander Thoenes in Jakarta 


When Indonesia's legislators 

gather today for the first 

round of real voting in 30 

years they will be watching 

protests outside parliament 
as closely as the debates 
inside. 

Inside the members of the 
People's Consultative 
Assembly - suo members or 
parliament and 500 
appointed representatives - 
are to call general elections 
next year, limit the presi- 
dent to tuo terms and 
debate whether to curb the 
powers of the military and 
put the former president. 
Suharto, on trial. 

The live factions in the 
assembly - once a rubber 
sump for Mr Suharto's deci- 
sions - are eager to prove 
they .ire really people's rep- 


resentatives and may pose a 
challenge to the government 
of President B.J. Habibie, by 
urging it to move ahead with 

investigations of Mr Suhar- 
to'S ill-begotten wealth. But 

Mr Habibie enters the ses- 
sion boosted by signs the 
economy is no longer in free 
fall and opposition groups 
are content to leave him in 
charge until the elections. 

The real threat to his hold 
on Indonesia win be outside 
the assembly, where thou- 
sands of student protesters 
are expected to face Moslem 
groups loyal to Mr Habibie, 
more than 20.000 regular mil- 
itary and a ragtag of para- 
military and civilian guards 
hired to protect the assem- 
bly grounds. 

The armed forces are keen 
to repair their image as 
guardians of stability, bat- 


tered by their failure to con- 
tain massive riots In May. an 
upsurge in crime and a 
recent wave of mysterious 
killings of Moslem clergy 

and sorcerers. But protesters 
are calling for their removal 
from parliament - where 
they hold 75 seats - from 
government posts and from 
the economy, where they 
control big business empires 
in forestry, real estate and 
other industries. 

Jakarta's intellectuals 
were shocked to find para- 
military groups, some linked 
to iofamous racketeers 
accused of organising the 
May riots, were parading in 
the parliament grounds. 
Government critics and the 
influential Sultan of Yogyak- 
arta have warned they could 
provoke violence rather than 
discourage it 


Some of at least four stu- 
dent protests in the capital 
and several others in leading 

cities proceeded peacefully 
yesterday. But police 
wounded two protesters 
when blocking a group from 
approaching the presidential 
palace and wounded nine 
students at a protest in the 
central Javanese city of 
Surabaya. Small pro-govern- 
ment groups rallied near 
parliament but some 2,000 
anti-government protesters 
were stopped 2km from the 
legislature and turned back. 

Some student groups have 
warned of drastic action 
unless the assembly meets 
their demands for a curb on 
the military and a trial of Mr 
Suharto, but the students 
are divided and leading 
opposition leaders have 
stayed on the sidelines. 



Riot police betting with < 


outside the pre si dential palace hi Jakarta yesterday Reuters 


Man and machine mystified 
by negative interest rates 


Gillian Tett in Tokyo and Edward Luce in London explain 
why yen interest rates are falling below zero 


C omputer screens in 
Tokyo dealing rooms 
went blank at one stage 
last week. Like many of 
their human masters, the 
computers were not 
equipped to understand - or 
to recognise - negative 
interest rates. 

What happened was that 
the yield on one Japanese 
treasury bill bad dipped 
below zero, the first time in 
living memory such a thing 
had happened to a govern- 
ment bond. 

For several consecutive 
days, including yesterday, 
western banks have been 
quoting negative rates on 
imer-bank yen-denominated 
deposits. This means that 
banks such as Barclays Capi- 
tal and J.P. Morgan have 
effectively been charging to 
look after yen deposits. 

This unusual phenomenon 
is so far confined to the 
wholesale markets. But 
economists say there is no 
logical reason why the inter- 
est rate on normal customer 
deposits in Japan should 
remain above zero. 

"If the Bank of Japan 


reduced interest rates to zero 
[currently they are at 0.25 
per cent] then deposit rates 
could fall to zero or even 
below." said Peter Wilson, 
an economist at Tokyo Mit- 
subishi in London. "Banks 
would basically be taking a 
charge to look after the 
depositors' money." 

Negative rates have 
emerged because of an 
unusually large demand for 
dollars by Japanese banks 
which need to boost their 
overseas dollar assets before 
the end of the calendar year. 

At the same time, there is 
very strong liquidity in the 
market with the Bank of 
Japan pumping yen Into the 
banking system in an 
attempt to kick-start domes- 
tic lending. This, combined 
with the fact that there is a 
question market over the 
creditworthiness of Japanese 
banks, means that their 
western counterparts can get 
away with paying sub-zero 
rates on yen which the Japa- 
nese banks have deposited In 
exchange for dollars. 

"The driving force behind 
the negative rates has been 


the fact that Japanese h anks 
are trying to raise large 
amounts of dollars." says 
William Campbell at 
J.P. Morgan In Tokyo. 

Traders say that the situa- 
tion could reverse if. as has 
been rumoured, the Bank of 
Japan steps in to provide 
dollars for domestic banks. 
This would partially restore 
the supply/demand mis- 
match between dollars and 
yen and possibly ease the 
spreads which foreign banks 
charge Japanese banks for 
access to dollars. "We have 
never seen conditions like 
this." said one trader. "It is 
beyond panicking." 

Underlining this is the fact 
that the Japanese economy 
is on the verge of deflation. 
In normal conditions infla- 
tion can erode the value of 
debt, which is why the yield 
on government bonds is so 
sensitive to price movements 
in the real economy. But in a 
deflationary climate the real 
value of debt rises when 
prices fall, potentially crip- 
pling the borrower's ability 
to repay. As a result, the 
effective interest rate on all 


sorts of yen assets - includ- 
ing government bonds - is 
close to or even below zero. 

"In this sort of climate, the 
key aim is to conserve the 
value of your assets rather 
than earn a real return." 
said an economist in Lon- 
don. 

The net effect is that west- 
ern hanks have little or no 
use for the yen which they 
take from their Japanese 
counterparts in exchange for 
dollars of an equivalent 
maturity. The US and Euro- 
pean banks have been 
scrambling to find risk-free 
havens for the yen. And 
since many have chosen to 
buy yen treasury bills, the 
yield has tumbled, touching 
minus five basis points on 
six-month treasury bills at 
one point last week. 

"Buying bills with a nega- 
tive yield rate may seem 
crazy, hut if it is funded with 
an even more negative rate 
of interest, it makes sense," 
one trader explains. 

Bankers in Tokyo say that 
the trend is being com- 
pounded by the fact that 
some banks, such as Tokyo 
Mitsubishi and Norinchukin, 
an agricultural bank with 
strong political connections, 
less willing than they were 
to lend dollars to other Japa- 
nese banks. Moody's, the US 
credit rating agency, 
recently threatened to down- 
grade Norinchukin because 
of its large dollar exposure 
to other Japanese banks. 


2-month Interbank rate*(%) 



Japanese advert 
sales fall 9.6% 


Australia's central bank 
yesterday damped market 
speculation about an immi- 
nent cut in official interest 
rates. It gave the economy 
cautious endorsement while 
acknowledging a likely slow- 
down in growth next year 
and warned of a possible 
Increase in inflation to the 
top end of the 2-? per cent 
target. 

In its six-monthly state- 
ment on monetary policy. 

the Reserve Bank of Austra-^. 
lia said the external environ-^ 
ment remained the main 
source of uncertainty, and 
could become “more difficult 
still, particularly if growth 
in the US economy slowed 
more sharply than currently 
expected". 

Australian financial mar- 
kets have driven down gov- 
ernment bonds in the past 10 
days on rate cut rumours. 
However, the statement “left 
the door open” for a later 
easing of rates if growth 
slowed and low inflation 
continued despite a steady 
rise in import prices, said 
John Edwards, chief econo- 
mist with HSBC Markets. 

Borrowers had experi- 
enced interest rate falls in 
the past year while exporters 


had been helped byte 
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Some observers think the 
situation is now so severe 
that the Bank of Japan will 
be forced to intervene soon. 
The yield on six month 
T-bills closed at plus five 
basis points on Friday, amid 
rumours that the bank was 
preparing to make direct dol- 
lar loans to banks. “It seems 
unlikely that the govern- 
ment can get away with 
doing nothing." argues 
Masuhisa Kobayashi of Mer- 
rill Lynch. 

However, the bank's con- 
stitution forbids it to make 
such direct dollar loans, and 
its officials insist that they 
have no plans to flout the 
constitution yet The Tokyo 
market, in other words, 
could continue to set records 
for some time yet. "We may 
need to find some way to 
reprogramme our screens." 
says, one trader. 


Advertising agencies in 
Japan saw sales fall 9.6 per 
cent year-on-year In Septem- 
ber - the largest drop for 
more than five years, accord- 
ing to f 1 tnires released yes- 
terday ay the Ministry of 
International Trade and 
Industry. In addition, for the 
first time in the monthly 
report's 11-year history, sales 
in the information service 
industry fell for two consec- 
utive months. ■ 

The figures reflect the 
sharp downturn in Japan’s 
economy, with companies 
cutting back on advertising 
spending. Big advertisers 
such as car manufacturers, 
banks and other financial 
companies have . seen 
marked contractions in their 
earnings, and have been 
pruning their marketing 
budgets. All forms of adver- 
tising were hit - television, 
radio and print - with news- 
paper ads- showing the 
sharpest decline, falling 14.5 
per cent year-on-year. 

A related forward-looking 
survey of the advertising 
industry also indicated pessi- 
mism within the sector was 
growing. ' 


Equally disturbing was the 
0.4 per cent sales contraction 
in the information s maces 
industry, since the sector 
had shown notable resilience 
to recession in the past The 
report blamed the drop In 
sales revenue to poor 
demand and falling prices 
for software products. 

Database sales to govern- 
ment offices, public agencies 
and the financial industry 
also contributed to negative 
performance. although 
demand for systems mainte- 
nance from the financial and 
manufacturing sectors 
showed strong growth. 

The leasing and rental 
industries also saw large 
declines in sales. Struggling 
general contractors proved 
to be a bad market for engi- 
neering and construction 
machinery rentals, and con- 
tributed to the 15.2 per cent 
year-on-year drop in rental 
sales. 

The leasing industry fared 
little better, as more and 
more companies trimmed 
their equipment investment. 
The credit card industry was 
the only service sector to 
buck the trend, with sales 
growth steady at 3.2 per cent 
year-on-year. 


exchange rate levels, the ^ 
bank said. In the past six 
months, when the steady- 
plunge of the Australian dol- 
lar to US$0.57 fuelled expec- 
tations of an interest rate 
cut. the RBA was able to 
hold official rates - thanks 
largely to a relatively low 
inflation rate and reasonable 
economic growth., the bank 
said. 

Real economic growth in 
Australia in 1999 would 
probably slow to less than 4 
per cent, the bank added. 
The government has forecast 
growth of 2.75 per cent in the 
year to June. 

Parliament is expected in 
its term starting today to 
debate the plan by John 
Howard, prime minister, to __ 
introduce a 10 per cent good^?* 
and services tax by 2000. Mr 
Howard has also promised 
more than A$13bn 
(US$8.2bn) in personal 
income tax cuts to be 
financed largely through 
projected budget surpluses. 

Standard & Poor's, the 
international credit rating 
agency, said yesterday that 
Australia remained, “on 
track" to maintain its proj- 
ected budget surpluses and 
cut debt, which could even- 
tually lead to an upgrading 
of S&P's Australian rating. 

Its long-term foreign cur- 
rency rating for Australia 
has stood at AA with a posi- 
tive outlook since 1996. 


Group seeks press 
freedom in SE Asia 
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By Ted Banbcfce in Bangkok 


Independent journalist 
organisations in south-east 

Asm have set up an associa- 
tion to promote and protect 
press freedom in the region 
as civic groups continue to 
push forward a democratic 
agenda In the nine-member 
Association of South East 
Asian Nations lAscnn). 

Titled the South East 
Asian Press Alliance, or 
Seapa, (he organisation is 
modelled on the World Press 
Freedom Committee and the 
US-based Committee to Pro- 
tect Journalists. Like its sis- 
ter organisations. Seapa 
plans to document attacks 
on journalists and threats to 
press freedom, lobby govern- 
ments on media issues and 
maintain a censorship index 


ranking of Asean countries. 

The founding of Seapa by 
independent national press 
watchdog organisations from 
Indonesia, the Philippines 
and Thailand highlights a 
shift in the balance of power 
within Asean towards more 
open and free debate before 
next month's Asean summit 
in Hanoi. 

The fall of Indonesia's 
President Suharto has been 
crucial in this shift. Since he 
left office last May, approxi- 
mately 350 news outlets in 
Indonesia have been given 
licences to operate and a pre- 
viously staid local media has 
been Invigorated. Thai and 
Filipino journalists who 
operate in a relatively free 
atmosphere now have an 
important ally from one of 
Asian's core member states. 


Beijing seeks protection 
against earthquakes 


Chinese authorities are taking seriously warnings from 
scientists that northern China could suffer a destructive 
earthquake over the next few years and plan to reinforce 
important buildings. 

The China Daily newspaper said some RMB544m (S66m) 
was to be spent strengthening buildings in Beijing and 
nine surrounding cities, including Tianjin, Chengde and 
Tangshan. Landmark buildings constructed in the 1950s 
and 1960s wtO be given priority. In January, an earthquake 
measuring 6.2 on the Richter scale killed around SO people 
and injured more than 10,000 in Hebei province. The worst 
earthquake in modem history was at Tangshan in 1976. It 
measured 7.8 on the Richter scale and killed at least 
240.000 people. James Kynge, Beijing 
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Two killed in Dhaka violence 
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At least two people were killed in the Bangladeshi capital 
Dhaka yesterday during a countrywide general strike called 
by the opposition to protest against what it called govern- 
ment repression. 

The strike, now extended to three days, was called by 
an alliance ted by the Bangladesh Nationalist party (BNP), 
the biggest opposition group. The deaths come a day after 

15 former army officers and poiitic&is were sentenced to 

public execution by firing squad for their part in the 1975 
assassination of Sheikh Mujbur Rahman, the country's 
independence leader. The opposition has protested 
against the charging of three opposition figures with con- 
spiracy to murder four of Sheikh Mupb’s poWcal antes 
eight weeks after his assassination. David Chazan, Dhaka 
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Prices higher than expected 
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A weekend auction of land and property seized from Thai- 
land's bankrupt finance companies fetched prices far In 
excess of expectations fait more than half the kite up for 
bid were left unsold, the organisers said yesterday. 

Thirteen lots with a fetal minimum pics of Bt581m 
($15m) sold for Bt778m, while another 60 tots with a total 
minimum price of Bt195m were sold for Bt323m. A total of 
318 pieces of real estate with a total moiimum price of 
Bt3.85bn were offered. Ted Bardacke, Bangkok 
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SOFTWARE EXPORTS R ECORD 65%RISE 

Year 2000 solutions 
boost Indian sales 
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By Mark Nicholson in few Delhi 

India's exports of software 
services rose at a record 
pace of 65.5 per cent in the 
half year to September - the 
eighth year of growth of 
more than 50 per cent 

Exports exceeded RsSObn 
($L2bn) lor the period com- 
pared to Rs30bn a year ear- 
lier. according to the 
National Association of Soft- 
ware and Service Companies 
(JJasscom). Total exports last 
year were Rs65-3bn. 

The US is the largest mar- 
ket for India's software ser- 
-dce exports, taking 58 per 
Went. Europe takes 23 per 
cent . 

Dewang Mehta, head of 
N as scorn, said sales to 
Europe were now rising fas- 
ter than those to the US, and 
be expected India to secure 
export orders worth $2bn by 
2002 by offering currency 
conversion packages for the 
Euro. 

“The results are very 
encouraging, particularly 
since a lot of people thought 


there would be a fall-off after 
the nuclear tests - but we've 
been able to sustain our 
growth,” said Mr Mehta. . 

Nasscom said software 
export revenues - a rare suc- 
cess story amid otherwise 
prior Indian export perfor- 
mance so far this year - rose 
47 per cent in dollar terms. 
Some 23 per cent of software 
exports were solutions 
offered by inttinp companies 
to the “millennium bomb" or 
year 2000 problem. 

Prospects for the software 
industry were further 
boosted last week when the 
government confirmed it 
was ending the state tnonop- 
oly on internet service provi- 
sion - opening the business 
of providing internet access 
to all comers, and allowing 
such businesses to be up to 
49 per ceit foreign owned. 

The government said there 
would be no limit on the 
number of 15-year licences 
issued, and only a token fee. 

Three licences have 
already been issued, includ- 
ing one to MTNL, the state- 


owned fixed tine telephone 
provider Cor Delhi and Bom- 
bay. MTNL said it would 
invest RsLbn to service an 
estimated 200.000 customers 
by the end of next year. 

India has about 130.000 

internet links and 500,000 

users, 80 per cent through 
VSNL. the state interna- 
tional telecoms group. 

The new internet provid- 
ers will be free to establish 
their own international 
access to the internet, with- 
out having to rely on the 
gateway provided by VSNL 

though this will be subject 
to “security clearance". 

Subject to other approvals, 
the new operators would 
also be able to offer direct 
links to new customers, 
without having to rely 
on current fixed line 
suppliers. 

Internet providers win be 
free to fix their own tariffs, 
and must apply from among 
three types of licences - all 
India, areas based roughly 
on an Indian state, or an 
within a large city. 


THAIL^DPffiACY^ 

Microsoft 

opens 

informers 9 

hotline 


Microsoft yesterday urged 
consumers in Thailand to 
avoid pirated software and 
offered large cash rewards 
for those who turned in 
offenders, agencies report. 

The US company said it 
was opening a telephone hot- 
line which Thais could use 
to inform on any of the 84 
per cent of local businesses 
it believes use pirated or ille- 
gal software. 

“This is really just the 
first prong of what will be 
our overall grand anti-piracy 
programme here in Thai- 
land,” Ron Bckstrom, Micro- 
soft's corporate attorney for 
Sooth Asia-Ftacific said. 
Callers whose tips resulted 
in successful prosecutions 
would receive up to 
Bt25OO0O (S6SS0) depending 
on the amount of help they 
provided and the quantity of 
illegal software involved. 

Illegal software is endemic- 
in Thailand where the latest 
programs can be bought 
from roadside vendors. 





Western goods on sale in a Shanghai de partm e n t store. Foreign retailors have suspended plans for further investment in China 

CHINA RETAILING EXPANSION PLANS SHELVED AFTER JOINT ^VENTURE RULES ANNOUNCED 

Foreign investors face new 
curbs on ownership of stores 


ELECTRONIC COMMERCE ONLINE SHOPPING EXPECTED TO SURGE THIS HOLIDAY SEASON 


Internet set for 5% of sales 


qAy Paul Taylor 


Internet-based electronic 
commerce sales could reach 
$3.200bn in 2003, represent- 
ing nearly 5 per cent of all 
global sales, according to 
new projections from Forres- 
ter Research, the Massachu- 
setts-based market research 
firm. 

"There is no question that 
internet commerce will rep- 
resent a significant portion 
of the global economy over 
the next five years” said 
George Colony. Forrester's 
president at the company’s 
annual forum in Boston. 

“To achieve its full poten- 
tial. businesses need to move 
quickly to establish market 
leadership, while govern- 
ments must nurture elec- 


tronic commerce with sup- 
portive laws and policies. If 
a favourable climate can be 
established, internet com- 
merce will reshape the 
global economy.' ' 

Forrester estimates tbat 
worldwide internet com- 
merce sales will grow to 
$L400bn over the next five 
years - even if they are 
hampered by slow adoption 
by businesses, but could 
reach S3.200bn if buying and 
selling on the internet is 
made simple, secure, and 
internationally viable. 

Both estimates include 
busi ness- to-busin ess and 
business-to-consumer sales 
and EDI (electronic data 
interchange) orders placed 
on the internet, but exclude 
the value of financial trans- 


actions. Forrester defines 
internet commerce as the 
trade of goods and services 
in which the final order is 
placed over the internet. 

Mr Colpny argues that 
companies will need to adapt 
to the internet economy as it 
evolves from early web mar- 
keting and selling experi- 
ments to a new business 
trading model that Forrester 
calls “dynamic trade”. 

“Dynamic trade will dra- 
matically change bow com- 
panies view products and 
services, production sched- 
ules. and pricing models. At 
the same time, dynamic 
trade will redefine organisa- 
tions: their internal pro- 
cesses, external relation- 
ships. and technical 
infrastructure,’* he said. 


• Online shopping is expec- 
ted to surge this holiday sea- 
son as more and more US 
consumers choose the com- 
fort of their own homes to do 
shopping rather than go to a 
mall. Reuters 

According to a survey by 
Dell Computer and Louis 
Harris & Associates, 43 per 
cent of Americans who use 
computers said they were 
likely to shop on the 
internet this -holiday 
season. 

That is a 330 per cent 
increase over the 1997 holi- 
day season when just 10 per 
cent shopped online. 

Seventy per emit of the 
1.943 adult survey respon- 
dents who use computers 
arid the internet said they 
enjoyed shopping online. 


By James Harding in Shanghai 

Foreign retailers in China 
have had to postpone expan- 
sion plans and cancel pro- 
posed investments after Bei- 
jing announced measures to 
limit foreign ownership of 
stores and supermarkets. 

China has set a year-end 
deadline for the reorganisa- 
tion of Sino-foreign joint 
ventures under which many 
international investors will 
have to hand majority own- 
ership to their Chinese part- 
ners. 

The government clamp- 
down on retailers, described 
as a “reorganisation" of the 
277 foreign-funded joint ven- 
tures. has been seen as a 
move to protect domestic 
shopowners who have lost 
business to overseas compe- 
tition. 

“Since some of the larger 
foreign hypermarkets have 
opened in the south, a lot of 
food retailers have been put 
out of business.’’ said tbe 
head of one large foreign 
retailer. His plans to open 
more stores in Shanghai 
have been put on hold 
because the order to move to 
a minority stake in effect 


prevents an increase In 
investment 

Regulations on opening up 
the retail sector were 
announced in 1992 and 
required that pilot commer- 
cial joint ventures be 
approved by the State Coun- 
cil, China’s cabinet and that 
Chinese partners hold at 
least 50 per cent of the 
shares in the joint venture. 

But most international 
investments in retail busi- 
nesses in China have since 
been approved by provincial 
or local governments, which 
ignored the central govern- 
ment rules and allowed for- 
eign majority ownership and 
management control. 

In Shanghai, for example, 
there are 72 foreign-invested 
retail enterprises, of which 
only nine are understood to 
meet the requirements for 
central government 
approval. Nationwide, about 
200 retail joint ventures will 
have to be restructured to 
meet the government’s re- 
imposed ownership limits. A 
number of retail joint ven- 
tures. approved by munici- 
pal governments, are expec- 
ted to be dosed down. 

“This is very bad news for 


most retailers." said the 
manager of one foreign com- 
pany In China. “If you want 
to expand, you cannot 
because you are not able to 
increase your total invest- 
ment. It is difficult to com- 
ply with the regulations as 
Chinese partners often can- 
not afford to Increase their 
equity share in the joint ven- 
ture. If they think they want 
to encourage foreign Invest- 
ment, they have a funny 
way of doing 1L“ 

Against this background. 
Marks and Spencer, the UK 
retailer, has decided to close 
Its office in Shanghai, post- 
poning indefinitely its plans 
to open its first store in 
mainland China. 

“After three years 
research, we have come to 
the conclusion that the tim- 
ing is not right,” said a Hong 
Kong representative of M&S. 
which last week announced 
a fall in interim profits. 

Hie closure of the Shang- 
hai office underlines how 
foreign enthusiasm for 
retailing in China has 
waned, as an oversupplied 
market has cut margins and 
the Increase in the levels of 
consumer demands have 


fallen short of expectations. 

"The majority of our cus- 
tomers are from middle 
income groups. Hut. our 
interest is in ShJiigluu and 
the size of the middle income 
group, although it is grow- 
ing. it is not yet at a le\ el 
that would justify us open- 
ing a store there.” M&S said. 

Beijing's move to restruc- 
ture Sino-foreign joint ven- 
tures and limit foreign own- 
ership have added to the 
obstacles facing retailers 
wanting to operate in Chum. 
The measures are also affect- 
ing companies - such as 
German retailer Metro and 
Park'n'Shop. owned by Hong 
Kong's Hutchison Whampoa 
- which already have 
operations in China and are 
looking to expand. Ewan 
Evans, managing director of 
Park'n'Shop, which has 21 
stores .in Shanghai, says 
retailers hope Beijing's 
instructions will be modi- 
fied. “This is something that 
is giving retailers concern.” 
he said, but added: “Having 
not been told that we have 
to abide by the new policy 
immediately, it gives one 
confidence that there will be 
a review process.” 
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THE AMERICAS 


HOUSE SPEAKER CHRISTOPHER COX DROPS ATTEMPT TO SUCCEED GINGRICH, ENDING PARTY WORRIES ABOUT LEADERSHIP BATTLE 


Rival leaves field clear for Livingston 


By Mark Suzman in Washington 


Bob Livingston, a 
conservative Louisiana con- 
gressman. yesterday looked 
certain to succeed New-t 
Gingrich as speaker of the 
House of Representatives 
after his main rival dropped 
out of the race. 

Christopher Cox. a Calif- 
ornia congressman who last 
week announced his bid for 
the speakership, said that he 
was withdrawing his candi- 
dacy in favour of Mr Livings- 
ton who chairs the powerful 


House appropriations com- 
mittee. James Talent of 
Missouri, who had been con- 
sidering running for the 
post, also said be would sup- 
port Mr Livingston. 

Democrats reacted cau- 
tiously to the prospect of Mr 
Livingston taking over the 
speakership. Joe Lockhart. 
President Bill Clinton’s press 
secretary, said previous rela- 
tions with Mr Livingston 
had been a "mixed bag”. 
“We're going to keep an 
open mind." 

Mr Cox's decision followed 


a frantic weekend campaign 
in which both he and Mr 
Livingston lobbied members 
for support. But with most of 
the party's senior committee 
chairmen backing Mr Liv- 
ingston, it quickly became 
clear that Mr Cox was 
unlikely to amass the neces- 
sary votes. “The truth is the 
vote is in," Mr Cox said. 
"Bob Livingston is going to 
be our next speaker and I’m 
withdrawing my name for 
that reason.” 

in a detailed letter to his 
colleagues explaining his 


decision. Mr Cox said Mr 
Livingston deserved unani- 
mous support to ensure that 
Republicans were able to use 
their narrow majority to 
push their policy agenda for- 
ward. 

The announcement came 
as a relief to party members, 
many of whom had been 
concerned by the prospect of 
a divisive leadership battle 
in the run-up to the party's 
internal elections next week. 
With Mr Livingston promis- 
ing to move away from the 
confrontational style of Mr 


Gingrich, the move now sets 
the stage for much greater 
bipartisan co-operation in 
the next Congress. 

In public statements over 
the weekend, Mr Livingston 
, stressed that with only a 
I narrow Republican majority. 
; he would make a particular 
[effort to co-operate across 
[party lines. 

| Mr Gingrich announced 
his decision to step down 
'from the post he held for the 
past four years last Friday in 
the wake of the party’s poor 
showing in last week’s mid- 


term congressional elections. 

Several oilier party lead- 
ers. most notably Dick 
Armey, the House majority 
leader, remain at risk of los- 
ing? their positions. Mr 
Armey Is facing a challenge 
from Steve Largest. an Okla- 
homa Congressman. 

John. Bochner. the party's 
conference chairman, is also 
being challenced by at least 
two rivals. However. Torn 
DeLay, the majority whip 
and a strong early backer of 
Mr Livingston's candidacy, 
looks set to survive. 


Gates attacks Intel’s ‘low quality’ software 


By Richard Woffle 
in Washington 


Bill Gates, chief executive 
and founder of Microsoft, 
attacked Intel, his central 
partner in the personal com- 
puter revolution, for devel- 
oping “low quality” soft- 
ware. j court heard 
yesterday. 

Mr Gates admitted 
attempting to convince Intel, 
the world's largest chip- 
maker. to stop writing its 
own software because of sup- 


posed clashes with Microsoft 
Windows operating software. 

However, be denied he had 
threatened to stop support- 
ing Intel’s microprocessors, 
or that he had tried to con- 
vince Intel to abandon its 
software work altogether. 

Mr Gates' videotaped evi- 
dence was shown in court at 
the -start or the fourth week 
of the Microsoft monopoly 
trial. 

The US government and 20 
states accuse Mr Gates of 
abusing his market power to 


bully companies such as 
Intel to stop developing rival 
products. In particular, 
Microsoft is accused of try- 
ing to stop Intel's develop- 
ment of multimedia and 
internet software in 1995. 

Microsoft insists the row 
between the two industry 
giants was a routine dis- 
agreement over technical 
issues, rather than an 
attempt to coerce Intel into 
shifting its strategy. 

Mr Gates said Intel had 
been “wasting its money” by 


writing low quality software, 
and had repeatedly refused 
to tell Microsoft what soft- 
ware it was developing. 

When asked if be had 
threatened to withdraw sup- 
port for Intel's chips. Mr 
Gates said: “When we saw 
Intel doing low quality work 
that was creating incompati- 
bilities with Windows, that 
was absolutely not Intel's 
goal, we suggested to Intel 
what they should develop. It 
became frustrating to us 
because there was a long 


iteriod of time when they 
^?ere doing work which, 
although it was supposed to 
be positive in the Windows 
environment, was actually 
Negative. We did point out 
Ljhe irony of bow we commu- 
nicated with them on micro- 
processor issues but on the 
areas where they were try- 
ing to enhance Windows, the 
communication worked very 
poorly.” 

1 However, Mr Gates denied 
government suggestions that 
he had attempted to stop 


Intel from working with Net- 
scape Communications. 
Microsoft's interne t software 
rival. 

Earlier. Microsoft 
attempted, to undermine evi- 
dence from Apple Computer, 
the personal computer pio- 
neer. Apple said it had been 
bullied by Microsoft Into 
signing a $l50m alliance 
with threats that Microsoft 
would cancel development of 
its Office suite of business 
software Tor Apple's com pat- 
ers. 


HURRICANE MITCH CONTROLS IMPOSED 


Hondurans 
act to avert 


aid corruption 


By Richard Upper and 
janes Wilson in Tegucigalpa 



The Honduran government 
has implemented strict con- 
trols on aid received iii the 
aftermath of Hurricane 
Mitch to try to eliminate the 
risk of shipments falliug 
prey to corruption. 

Authorities arc keen to 
show they can avoid a repeal 
of the diversion of some aid 
that occurred after Hurri- 
cane Fifi in 1974. the coun- 
try's last big natural disas- 
ter. Help is continuing to 
pour into the region after 
last week's floods and mud- 
slides that killed an esti- 
mated 10.000 people. 

In Honduras ail supplies 
being channelled through 
the government's disaster 
response authority are Iwing 
checked by teams from the 
office of the comptroller-gen- 
era!. which audits state 
finances. ”We have had a 
tendency not to manaae 
these things well in the 
past.” said Juan Pablo 
Rubio, an official at the Per- 
manent Contingency Cum 
mission (Copeoco. which 
organises disaster response. 

“Many people don't like 
the arrangements, they don’t 
like to be subject to financial 
control. But the state has tu 
be able to do it.” 

Audit controls at Copero. 
ordered, by President CiU'los 
Flores last week as the emer- 
gency relief effort got under 
way. have been welcomed by 
foreign donors. “They want 
to be as transparent as possi- 
ble." said Marti Estell. a US 
embassy official. 

The US Agency for Inter 
national Development, 
which is giving. $40m t£24mi 
of short-term aid for Central 
America, already has a pro- 
gramme of technical assis- 
tance for the Honduran 
financial authorities. 

“People are on the alert. 
We believe that the dangers 
or corruption are less than in 
the past.” satd Marco 
Antonio Pinel, a member of 
an emergency team at the 
health ministry. ‘The relief 


effort is slow, but it is still a. 
lot quicker than in previous 
years." 

Foreign donors have also 
welcomed the government's 
willingness to allow aid to be 
distributed through non- 
official channels, such as 
voluntary organisations and 
the church. 

Honduras has received 
more than Si 20 m of aid in 
itsjponse to the devastation 
caused by Hurricane Mitch's 
passage through the coun - 
try. More, than 5.000 people* 
died in floods and mudslide®-, 
nnd hair a million are hom& 
less. Nicaragua, El Salvador 
anil Guatemala are also reel- . 


ins. 

Teams of auditors in Hon- 
duras are on duty around 
the clock at Copeco's head- 
quarters. to check the quan- 
tity of incoming aid. Staff 
arc also verifying the arrival 
of aid at the shelters where 
the homeless are now. living. 
"We are accounting for 
every bag and box that goes' 
in and out of here.” said Mr 
Rubio. 

The emergency situation 
general cd by Hurricane 
Mitrh has overwhelmed 
Copecu. which has . an 
annual budget of just 
Slin.ooo and 28 staff mem- 
bers. nnd forced the governed 
meat to holster its efforts. A* 
new national executive com- 
miss I uii. beaded by Mr 
Flores, is supervising Cope- 
iu's work, while government 
ministers are co-ordinating 
efforts m each affected 
region. 

Meanwhile. Central Ameri- 
can presidents were yester- 
day meeting for the first 
time since the hurricane hit 
the region. They were expec- 
ted to issue joint calls for 
special debt treatment, parr 
tlcularly for hard-hit Hondu- 
ras and Nicaragua, as part of 
efforts to help them recover 
from the damage caused. 

Michel Camdessus, manag- 
ing director of the Interna^ 
rional Monetary Fund, was 
yesterday due to inTorra tl 
Fund's board of the regie 
need for extra resources. 


Paris takes lead 


in offering 
debt write-off 


By Robert Graham in Paris and 
Stephen Rdler in Washtogton 


VTtH one of rhem change your day? Your life? 

Tlw world? 

One day in 1876, a young man named Ericsson 
was inspired by a new invention, the telephone. 
One of his iO.OnO rhoughrs that day was: ‘1 know 
I can build j better one.' 

Today, over 40S? of all thoughts of mankind 
rhar become words in a mobile phone puss through 
equipmenr from Ericsson. 


This is our inspiration when we are thinking 
abour how to improve rhe way the world 
communicates. Whether through che Internee, 
with che help of dau systems, or any ocher form 
of communications. 

So what's your thought for today: maybe 
a new product, a new company, someone's birthday? 
You know rhe future is chat close. . 

Let's share some thoughts one day. 


France yesterday ofTc-red to 
write off all outstanding 
bilateral debt extended to 
Honduras and Nicaragua, 
the two poorest and worst 
affected of the Central Amer- 
ican countries devastated by 
Hurricane Mitch. 

The French government 
also proposed that the next 
Paris Club meeting of credi- 
tors of heavily indebted 
countries should- consider a 
moratorium on debt service 
payments by Central Ameri- 
can nations to ease the 
financial impact of the natu- 
ral disaster. Paris also urged 
this meeting, due early next 
month, to consider a wide 
range of measures to ease 
the debt burden. 

Paris is fully aware tts 
move could create prece- 
dents elsewhere in the world 
Tor debt to be converted mto 
aid in the wake of natural 
disasters. 

Meanwhile, on a visit to 
Honduras. George Bush, the 
former US president, called 
for debt relief for the worst 
affected countries. But the 
official position of the US. 
which has offered $70m in 
assistance as well as mili- 
tary support, is still that tar- 
geted grants and loans are 
the best form of assistance. 

The US has. however, indi- 
cated it will support debt 
relief at the Paris Club of 
creditor nations for coun 
tries with programmes from 
the International Monetary 
Fund if they still face bal- 
ance of payments shortfalls 
because of Hurricane Mitch. 

The US has long found it 
more difficult than suim* 
oilier creditor governments 
to. write off debt because of 
its budgetary- process. Most 


of the debt owed by the 
worst affected countries 
Honduras and Nicaragua - 
is in any case owed to multi- 
lateral agencies such as the 
World Bank, which have 
complex debt relief proce- 
dures. 

Although France's expo- 
sure to Honduras and Nica- 
ragua is small, on tbe back 
of limited trade, French offi- 
cials said it was important to 
make a big symbolic gesture 
of solidarity. The debt can- 
cellation involves FFr392m 
iSTlmi for Nicaragua and 
FFrl66m for Honduras. 

To underline the gesture. 
President Jacques Chirac 
has altered an official visit 
next week to Guatemala and 
Mexico to include a tour of 
the areas stricken by the 
hurricane. He will also hold 
a meeting with Central 
American leaders. 

Paris has also been quick 
to respond with aid supplies, 
using facilities already 
located in French Caribbean 
overseas territories. 

• Andrew Parker adds: 
Clare Short. UK interna- 
tional development secre- 
tary. said the government . 
had contributed almost 1 
£500,000 towards the emer- 
gency relief effort in Central 
America. She added her 
department had also 
recently agreed a new devel- 
opment programme for the 
region, which involved the 
UK contributing Efim. 

“The terrible contrast 
between the death toll in 
Central America and the 
much lower loss of life in the 
equally terrible floods in 
Bangladesh cruelly demon- 
strates the importance of 
disaster preparedness in 
countries that are vulnerable 
to natural disasters," she 
told MPs. 


ERICSSON & 


On the web today 

Dow Coming agrees breast implant plan 9 Clinton 
internet adviser to quit • Republican uncertainty on 
impeachment • Setback for US health group • Call 
from Pinochet lawyers • Accountants tighten their grip 
on Hollywood # British Columbia looks for economic 
kickstart • Leftwing win sours PRI election triumphs 
http://wvw.Hcom/americas 
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Billy from Sales 


Put them together. 



Assembling an IT network for a worldwide company is a tremendous 
endeavour. Servicing it can be an even more colossal task. This is 
precisely why you should call Wang -Global, a networked services 
and solutions provider, with an annual turnover of Over $3 billion. We 
will integrate your entire company's infrastructure; desktops, software, 
peripherals, into one remarkably seamless network. Then- manage and 
upgrade that network as your company grows. And grow it will. 
+44 (0)1 81 785 6666. http://www.wang.com 
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BRITAIN 


SURVEY ‘US MARKET HOLDING UP WELL 1 


London holds 
on to inward 
investment 


Super-phone set to be star of TV, net and data 


Media companies see intriguing prospects 
for their services in new ranges of mobile 
communications, John Gapper reports 


Mobile phones: looking to the not generation 


By Kevin Brown, 
Industry Editor 


London is maintaining its 
shan? of investment by com- 
panies outside the UK in 
spite of Asian economic tur- 
moil ;irirl <lte looming: slow- 
down in UK growth. London 
First Centre, the capital's 
in Karri investment agency. 

■v.ul yesterday. 

Robert Gordon Clark, dep- 
uty chief executive of LFC. 
said i he agency had com- 
pleted n e-jut la tin ns on til 
project*, involving ‘J.U71 jobs 
i»;. the end of October, com- 
pared with a target of 100 
project* and .'1.660 jobs for 
ih.- 12 months to the end of 
March. 

"Tlie US market is holding 
up ver> well, and wo have 
.tlmi'St completed our year's 
t a frnin Europe. The 
.V.-Lt Pacific region has 
tinned for us. hut we have 
had a couple of good pro- 
jects. and it is not com- 
pletely dead." he said. 

London's inward invest- 
ment agency has a smaller 
r..|e in attracting investment 
than other UK regions 
In cause the capital's relative 
wealth means it is unable to 
match the grants on orfer 
fr»«m other regional agen- 
c ics. 

However, officials say pro- 
jects handled by LFC are a 
•rood guide to the inward 
investment climate because 
its targets are set by the gov- 
ernment's trade department 
after taking account of inter- 
regional factors. 

LFC's successes this year 
include a European head- 
quarters for Ericsson, the 
Swedish telecommunications 
giant, which will create 300 
jobs over three years, and an 
expansion by WorldCom 
international of the US 
creating 100 jobs over three 
years. 

Property specialists say 
that Air France is about to 
announce the location of a 
call centre in west London. 


Trade promotion 
spending to fall 


Northern Ireland's spending 
on the promotion of direct 
inward investment is set to 
be reduced for the first time 
under outline plans unveiled 
yesterday by Paul Murphy, a 
Northern Ireland minister in 
the UK government. John 
Murray Brown writes. Next 
year's allocation for Northern 
Ireland has been set at 
£9.5m ($16m) against £9bn 
in the year to April 1999- But 
the allocations outlined 
yesterday cover the two 
subsequent years when 
budget decisions will have 
been taken on by the new 
assembly. The plans 
envisage spending on 
industrial development, 
energy and trade promotion 
falling from £321 m in 

1999- 2000 to £308m in 

2000- 2001 before rising in 

2001- 2002 to £31 5m. 


There have also been several 
inward investments in 
which LFC has not been 
involved, including the relo- 
cation of Anglo American. 
South Africa's biggest min- 
ing and industrial conglom- 
erate. 

LFC’s continuing strong 
performance underlines evi- 
dence from other agencies 
that the UK's historically 
good record in attracting 
inward investment Is being 
sustained. Nationally, the 
Invest in Britain Bureau said 
last month that projects for 
the whole or the UK were 
running at record levels. 

Officials say there is no 
sign that the number of pro- 
jects is likely to slow in the 
second half of the year. LFC 
said it expected to reach its 
target of dealing with 570 
leads for year, and the IBB 
says it is dealing with more 
active cases than at the 
same time last year. 


I magine a handheld elec- 
tronic device that doubled 
as a mobile telephone, a 
television and an internet 
terminal. Users could buy 
and sell goods online, catch 
up with weather and traffic 
reports, and call their 
friends. 

It seems a little far-fetched 
in a world where the mobile 
telephone and the television 
are separate objects employ- 
ing separate, technologies. 
But by 3002. the government 
believes that such devices 
will be everyday objects. 

Not surprisingly, media 
companies as well as mobile 
phone operators are starting 
to become interested in a 
technology known as UMTS. 
Licences are to be auctioned 
next year, with the govern- 
ment hoping to raise up to 
El.Sbn <S2.5bo>. 

Tbe clearest sign of grow- 
ing interest has been the 
appointment of Don Cruick- 
s hank, the former telecom- 
munications regulator, as a 
consultant to United. He is 
to lobby the government on 
the auction next year of 
UMTS licences. 

The aspect of UMTS that 
has intrigued media groups 
is that the devices will be 
capable of carrying a great 
deal more than voice calls. 
They may be so versatile 
that the name “mobile 
phone” will hardly describe 
them. The main attraction is 
that operators of the four 


licences on offer will be able 
to send up to two megabits 
per second of data to UMTS 
devices. If all the capacity 
were employed, this would 
be enough to transmit a tele- 
vision channel. 

In practice, operators are 
unlikely to use the capacity 
in this way because it would 
be wasteful. However, a 
UMTS device could easily 
combine a phone with high 
speed 'internet access and a 
range of interactive data 
services. 

Tbe high speed of UMTS 
transmission means that a 

photograph could be down- 
loaded to a derice in half a 
second compared to half a 
minute on a traditional fixed 
telephone link - or more 
than a minute on a current 
generation mobile phone. 

As yet, no manufacturer 
has come up with definite 
plans for a UMTS device, 
since services are due to 
launch in 2002. However, one 
variation is likely to be a 
handheld device that incor- 
porates a fiat screen and a 
voice phone. 

All this is potentially 
interesting to media compa- 
nies that already operate 
broadcasting or interactive 
services. It means they could 
potentially find a new outlet 
for existing services. But it 
may not be easy for a media 
company to obtain one of the 
four licences on offer. 
Although the rules for the 
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auction have yet to be laid 
dawn by the Radio Commu- 
nications Agency, media 
companies already have 
their worries. 

While existing mobile 
operators such as Voda- 
pbone and Cellnet have net- 
works of transmission masts 
and a high-speed data back- 
bone in place already, new 
entrants might have to build 
from scratch. 

Chris Gods mark, an ana- 
lyst for Henderson Cros- 
thwaite, the investment 
bank, estimates it could cost 
Ut.ibn to create a UMTS net- 
work from scratch, whereas 


an existing mobile phone 
company would have to 
invest only £1.5bn. That 
leaves a £S00m gap for new 
entrants to bridge, unless 
the rules of the auction are 
altered. United has hired Mr 
Cruickshank to help make 
its case For all bidders to be 
placed on the same level. 

It wants the government 
to force existing operators to 
open their networks for use 
by others at a fair price, 
allowing entrants to operate 
UMTS services without hav- 
ing to build their own physi- 
cal infrastructure. 

However, it is not clear 


that media companies would 
have to mount a bid them- 
selves in order to be able to 
offer services. Several net- 
work operators would be 
happy to buy in services 
from others if they managed 
to get a licence. Some other 
media companies say they 
might be happy with this. 

The most likely route is 
that media companies would 
form bidding consortia with 
network groups such as 
Energis or the cable compa- 
nies that do not operate 
mobile services. These 
groups could then take on 
existing- operators. 


Gerry Adams, president or 
Sinn Fein. the political wing 
of the Irish Republican 
Army, yesterday dismissed 
reports the IRA was poised 
to decommission its arms. 

Mr Adams, in l/mdon for a 
meeting with Tony Blair, the 
UK prime minister, said sug- 
gestions of an imminent IRA 
army council meeting were 
“nonsense” designed "to 
make our task marc diffi- 
cult”. He accused pro- British 
unionists of “nut doing wbtt 
they are obliged to do under 
the agreement while republi- 
cans have been asked to do 
more than they are obliged 
to do”. 

Mr Adams says he has 
already gone as far as he can 
- pointing to the appoint- 
ment of Martin McGuinness. 
Sinn Fein's chief negotiator, 
to liaise between the IRA 
and the international de- 
commissioning body led by 
General John de Chaste lain. 

The governments of the 
UK and Republic of Ireland 
know the difficulties he 
could race persuading the 
militant heartlands - where 
there is less enthusiasm 
about the peace deal - to 
start handing over weapons. 
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The peace agreement savw 
decommissioning must taki$> 


October was ‘tough month 9 , say retailers 


By Richard Adams 
and Christopher Adams 


Retailers reported a grimm 
month of falling demand and 
sales during October. Tbe 
British Retail Consortium 
found that a- wide range of 
retailers were forced to cut 
prices and continue special 
offers in an effort to entice 
consumers. But the attempt 
was barely successful, with 
the consortium reporting 
that retail spending was at a 
standstill. 

"October was a tough 


month for retailers in virtu- 
ally every sector." the con- 
sortium said. The overall 
value of sales was 0.6 per 
cent lower than in the same 
period in 1997 - only the sec- 
ond decline in annual sales 
for more than three years. 
Shops reported consumers 
being kept away by the 
extremely wet weather dur- 
ing tbe month. 

"Customer confidence 
appears to have taken a bat- 
tering in October,” said 
Andrew Higginson of the 
BRCs economic affairs com- 


mittee. "News of redundan- 
cies and general economic 
gloom have led to lots of 
belt-tightening among cus- 
tomers, with purchases 
largely limited to essentials, 
and little discretionary 
spending." 

So far this year, tbe BRCs 
survey has shown weaker 
like-for-like increases in 
sales for every month com- 
pared with last year. 

The poor sales figures 
came as Gordon Brown, 
chancellor of the exchequer, 
rejected criticism that his 


forecasts for economic 
growth next year were 
overly optimistic, saying the 
government would not break 
its “golden rule” on spend- 
ing. 

Appearing before the 
House of Commons Treasury 
committee, Mr Brown 
attacked a recent report by 
the National Institute of Eco- 
nomic and Social Research, 
which had suggested other- 
wise. The chancellor has 
revised down GDP growth 
for 1999 from about 2 per 
cent to 1-1.5 per cent and 


raised his estimates for 
growth in following years. 
“We are satisfied that our 
forecasts are based on the 
best information 

around ... We are well 
within our spending ceiling." 
he said. Meanwhile, official 
figures showed further falls 
in the price of finished goods 
produced by UK manufactur- 
ers. The Office for National 
Statistics reported that the 
price of goods leaving the 
factory gate rose at an 
annual rate of just 0.1 per 
cent in October. 


decommissioning must tak£ 
place within two years. 

• Corporal Lee Clegg, a sol- 
dier in the British army's 
Paratroop Regiment, yester- 
day began his retrial in 
Northern Ireland for the 
murder in 1993 of Karen 
Reilly. 18. the rear passenger 
in a stolen car. 

Corporal Clegg. 3G, Is 
accused of firing on the car 
with other members of an 
army patrol who had formed 
a roadblock in west Belfast, 
the Northern Ireland capital, 
to deter joyriders. 

Cpl Clegg won the chance 
to clear his name in Febru- 
ary when the Northern 
Ireland Appeal Court 
quashed his conviction and 
ordered a retrial. 
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MEDIAI NyES TI SATIONS BUIR SU PPORT NE WSPAPE R SELF-RE GULA TION DESPITE A TTACKS 

Ministers scorn ‘gay Mafia’ jibes 


By Robert Paston, 
PoStfcaf Etfltor 


^bliticians yesterday 
deplored what one called 
“newspaper obsession with 
homosexuality and the pro- 
clivities of ministers.” The 
comment came in the wake 
of the announcement on Sat- 
urday by Nick Brown, agri- 
culture minister, that he was 

homosexual. 

He was prompted by the 
attempt of a former partner 
to sell the alleged story of 
their relationship to a news- 
paper. 

Tony Blair, the prime min- 


ister, yesterday said he 
would not abandon his sup- 
port for selfregulatioa of the 
newspaper industry. Mr 
Blair’s chief spokesman .<mid 
the government c ontinued to 
favour “a self-regulatory 
approach". 

Nevertheless. Tony R»nirn t 
the independently minded 
sports minister, decried 
what he saw as a “current of 

homophobia " 

He said the only justifica- 
tion for media investigation 
of politicians’ private lives 
was to highlight hypocrisy. 

There was also widespread 
disgust at the front-page edi- 


torial In yesterday’s The Sun 
newspaper, which called on 
Tony Blair to force all his 
ministers to disclose their 
sexual leanings, because of 
the newspaper’s concern 
that the UK is “ran by a gay 
Mafia." 

However, no government 
spokesman or minister was 
willing to make an “on the 
record” statement attacking 
The Sun, apparently fearing 
reprisals from the tabloid. 
The Sun, the top-selling 
daily newspaper in the UK, 
is owned by the UK arm of 
Rupert Murdoch's News Cor- 
poration. 


The prime minister’s 
spokesman turned down the 
opportunity to criticise it 
when asked his views. The 
newspaper has given valu- 
able barking to Mr Blair’s 
Labour government since 
the newspaper ended its long 
allegiance to the Conserva- 
tive party 20 months ago. 

Even Chris Smith, the cul- 
ture secretary who has for 
years been open about his 
homosexuality, refused to 
make any comment on The 
Sun’s allegation that a secre- 
tive gay cabal exercises 
undue influence In govern- 
ment, the law, Buckingham 


Palace and television. 

However, a friend of Peter 
Mandelson. the trade secre- 
tary “ou ted" on BBC televi- 
sion a fortnight ago, said the 
notion that gays in the cabi- 
net were “in cahoots” was 
“cloud cuckoo land stuff”. 

It was left to Alan Beith, the 
deputy leader of the opposi- 
tion Liberal Democrat party, 
to say that The Sun was “on 
a very dangerous road. 

“Stigmatising minorities 
in society and promoting 
ludicrous conspiracy theo- 
ries about them is the basis 
of all the horrors of Hitler’s 
Germany." be said 


Outing’ of ministers triggers 
familiar trail of scandal 


SPEAKS 


MIND 


Despite media fascination with politicians’sex lives, public seem 
to care little whether their MPs are gay, says George Parker 

O pe could hardly move The issue raised bigger “The mpdia now have t 
in the bushes on Lon- questions about the continu- ingredients they need," 
don s Clapham Com- ing fascination with the sex said. “The government 
moh last week - for journal- lives of politicians. One taking action on the fam 
ists. “Some of them were answer is that the British and this week has shov 
going around with torches public seem to care little that this administration 
bashing the undergrowth, whether their MPs are gay fallible - like any other - 


“The media now have the 
ingredients they need," he 


ing fas c inati on with the sex said. “The government is 
lives of politicians. One taking action on the family 


hoping to drive out a gay 
couple,” according to one of 
the reporters sent to the 
scene of a curious late night 
encounter involving Ron 
Davies, who was then chief 
Mfciister for Woles. 

'"■The British enjoy nothing 
better than a good sex scan- 
dal and they do not come 
much more salacious than 
the one involving Mr Davies, 
who later resigned as a min , 
ister though not as an MP 
for what he culled “a serious 
lapse or judgment”. Mr 
Davies nevertheless denies 
that his encounters on the 
moonlit common had any- 
thing to do with sex. 

His resignation sparked a 
wave of interest in the sex 
lives of other cabinet minis- 
ters. Two of Mr Davies's cab- 
inet colleagues. . Peter 
Mandelson. chief trade min- 
ister. and Nick Brown, agri- 
culture minister, were subse- 
quently "outed" [declared to 
bg. homosexual] by the 
Sjapia 


provided they act with a 
little discretion. Tony Blair's 
government had until this 
week largely avoided the 
kind of sex scandal that 
dogged the dying days of 
John Major’s Conservative 
administration in 1996 and 
1997. 

But the Davies incident, 
coupled with the govern- 
ment’s derision last week to 
get involved in the tricky 
area of family policy, left 
some Labour MPs fearing 
the media would embark on 
an investigation of their pri- 
vate lives. 

Michael Brown, a former 
Conservative MP who was 
“outed” in 1994 by a newspa- 
per, believes the conditions 
are right for another out- 
pouring or moral outrage 
from the media. He sees 
parallels between the gov- 
erning Labour party’s plan 
to “strengthen marriage" 
with Mr Major’s disastrous 
“hack to basics” moral cru- 
sade in 1993. 


and this week has shown 
that this administration is 
fallible - like any other - to 
scandal.” 

Mr Davies's activities 
enabled some newspapers to 
engage in homophobic innu- 
endo but most reacted with 
far greater restraint to the 
“outing” last week of Mr 
Mandelson, who never dis- 
cusses his private life in pub- 
lic. The trade minister 
reacted with good humour - 
even when a BBC executive 
drew further attention to the 
subject by banning any dis- 
cussion of it by corporation 
staff. 

But there was no scandal 
and the media's low-key 
response probably reflected 
the fact that the British 
people (like their American 
counterparts) are more toler- 
ant than many would expect- 

Tbat was what the Hartle- 
pool Mail, a newspaper in Mr 
Mandelson's working class 
northern constituency, dis- 
covered with a quick poll of 
100 people: 94 of them said 
they did not care whether 
their MP was gay. Nick 


TELL US THE 
TRUTH 
TONY 
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The Sun, the UK’s top-selfing daffy newspaper, issued a strident 
appeal to Tony Blair, prime minister, on its front page ye sterda y, fan 
an article (above), next to a photograph of Nick Brown, it declared : 
"Alarm beffs are ringing ... the pubffc has a right Co know how 
many homosexuals occupy positions of high power” 


Brown, who also represents 
a district in northern 
England, won the support of 
many of his constituents, 
too. 

One said he did not mind 
whether the MP was gay or 
straight, provided be did not 
support the rival Sunderland 
soccer team. 

’ David Borrow, the Labour 
MP for South Rihble. “came 
out" of his own volition last 
year in advance of a House 
of Commons vote on the gay 
age of consent. He encoun- 
tered little hostility from his 
constituents. “I've not 
noticed a problem, and the 
coverage in the newspapers 
locally was fine,” he said. 

Only one national newspa- 


per. The Sun. Britain's best- 
selling daily, has used the 
“outings” of senior ministers 
to mount an assault on 
Britain's gay community, 
asking if the country was in 
the grip of a “gay mafia". 
Most broadsheet newspapers 
have covered the stories 
with the kind of reserve 
often shown by their coun- 
terparts elsewhere in 
Europe. 

“In Spain or France, we 
don't write about that stuff - 
there is no tradition of writ- 
ing about the private lives of 
public figures." said Inigo 
Gurruchagc. London editor 
of the Spanish paper El C-or- 
reo. “But then people buy 
fewer papers in Spain.” 


Employees 
are urged 
to inform 
on systems 
failings 

By Seorge Parker In London 

Employees in the private 
and public sectors have been 
urged by the government to 
inform on bosses who fail to 
tackle the mille nnium com- 
puter bomb. 

Margaret Beckett, the min- 
ister responsible for the 
Issue, said she was con- 
cerned that some organisa- 
tions were still not taking 
the problem seriously. The 
“bomb” refers to the expec- 
ted failure of some comput- 
ers to recognise dales after 
1999. Ministers are particu- 
larly alarmed that few small 
businesses have taken 
advantage of the “bug- 
buster” programme, under 
which the government offers 
free computer training to 
staff. 

In an interview with the 
FT, Mrs Beckett urged all 
employees to tackle their 
managers on what was being 
done to ensure that all com- 
puter systems were “millen- 
nium-compliant". 

“If they receive a dusty 
answer, they might think it 
wise to tip someone off,” she 
said. “For instance, they 
might write a letter anony- 
mously to the board.” 

Mrs Beckett insisted that 
Britain’s preparations for 
the millennium date change 
were the best in the world, 
although she accepted that 
there was doL enough time 
to ensure that all systems 
were ready. 

“The thing that is worry- 
ing about tbe bugbuster 
scheme is that it is a very, 
very low-cost option for com- 
panies.” she said. “We are 
rather concerned about the 
take-up.” 

She brushed off warnings 
in a private letter, leaked 
last week, from Donald 
Dewar, chief minister for 
Scotland, that electricity 
supplies and telecommunica- 
tions could crash on January 
I 2000. However. Mrs Beckett 
admitted that “a contin- 
gency unit” had been set up 
within government 


NEWS DIGEST 


INTERACTIVE TELEVISION 

'Round the clock’ name 
disclosed for new service 

British Interactive Broadcasting, the television home 
shopping and banking service partly owned by British Sky 
Broadcasting and British Telecommunications, is renaming 
itself Open in the lead up to its launch next year. 

BIB, which was recently cleared by the European Com- 
mission to offer interactive services on Sky Digital, wlfl dis- 
close its nBw brand today along with the names of compa- 
nies that have signed provisional contracts to offer 
services. The companies are thought to include Great Uni- 
versal Stores as well as Midland Bank, a minority share- 
holder in BIB through its parent company HSBC Holdings. 
Matsushita, the Japanese electronics group, is its fourth 
shareholder. 

BIB, which was advised on its branding by Wolff Oiins, 
the consultancy, is thought to have selected the name to 
indicate that its banking and shopping services will be 
available to television subscribers around the clock. 

Open is expected to start running a promotional service 
on the Sky Digital 140-channel service by the end of this 
year. John Gapper, London 

OFFSHORE GAS DEVELOPMENT 


Minister gives go-ahead 

John Battle, energy minister, has given the go-ahead for 
the £150m ($253.5m) development of the Neptune and 
Mercury gas fields off northern England. 

BG. the gas exploration and supply arm of the former 
British Gas, owns 73 per cent stake of the Mercury field 
and 61 per cent of Neptune. The two fields which have 
370bn cubic feet of gas reserves represent the first phase 
of the Easington Catchment Area development in the 
North Sea. 

Amerada Hess owns 27 per cent of Mercury and 21 per 
cent of Neptune. BP owns 21 per cent of Neptune. The 
first gas production is due to start by the end of next 
year. Andrew Taylor, London 


LONDON DECEPTION CHARGE 

‘Sheikh’ jailed for nine months 

A student with joint Sudanese and British nationality who 
pretended to be a wealthy sheikh was yesterday jailed for 
nine months after admitting six charges of obtaining ser- 
vices or property by deception. 

A London court was told that Yasir Elkhazin, 23. had run 
up a £24,000 ($40,550) debt using credit card details of 
genuine individuals. The court heard that the largest loser 
was the Sheraton Park Tower Hotel, London, where Mr 
Elkhazin posed as Sheikh Omar El Mirghani. A £12,000 bill 
at the hotel included a £300 dinner ordered at 06h00. 

A prosecutor said he was “the front man; the charmer”. 
Mr Jonathan Rees, defending, said his client was edu- 
cated in England and had gone on to universities in Sudan 
and Cairo without obtaining qualifications. He said his cli- 
ent was not a professional conman. 

“It was more in the way of a daredevil scheme carried 
out by a number of young people - although beyond a 
schoolboy prank - and he lived high on the hog for three 
weeks." 


BUSINESSES FOR SALE 
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Ontkebtstntaumsef 
A FTddenamlP Whitford, 
Jem UK Receivers 

Residential Home 
R£CSKKB>nttl7 

-Good historic occupancy. 

• Passenger lift. 

» 2 bedroom owner'* aw* to rn 

GStyMOremnu 

Uanchesur Office 
RrfWFTm&HA 

01618333311 


Hampshire I 


RssawrnAL Case Home 

Registe re d poe 23 

• IS bedroom comprising 13 single 
and 5 double, 14 co mite). 

• Fee nope £240-£32J per nesufcw 
per week. 

•Tmlitf, wnh strong occupancy. 

• Superb 4 bedroom owner's 
accommodation. 

£b95£QB FSEEBOLD 

Wadmur Office Rtf 3SfFTCt498SMB 

•1962844455 
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Resdottial Case Home 
Registered for 31 

• Category for mentally ill from 
JS-*J o-i* spcriaJ rfispensapoc for 
8 residents ow 65. 

. ■ Substantial detached property with 
■ 27 stable ml 2 double bedrooms. 

• Yrmty nnw too 1997 £353.103. 
ISKjDOO nssaoLD 

mtciaaer Office Ref SVFT 749 BRMB 

01962844455 


MORFOl K 


RKSBomAL Care Home 
Registered fob 25 rus 3 Dat 

CAffE/DOABOUAKY AGENCY 
-Pmt poposc boilt with high 

bcnjancy. 

- ftrnHiH nM under 

ngm p BiMl fa WB l l 0*. 

• Net frefi* £!TWW» per aonom- 

£725*0 ntmou> 

tpstekh Office ftf unmWM/UBl 

01473256588 


Residential Cars Home for 
Adults with Lutme 
DffncounBS and Axttbm 
RE fasmsD for 52 Category 
MH 

• Substantial manor hoew property 
with 37 bedrooms (some ca mac). 

■ Fhamng pemdsMi foe 3 Sbb. 

• Set in grounds eroding a> 
approximately 18 sacs. 

- TO 30498 a ,07444a Fee tm«e 
£360-£8Z7 per rmfcfem per week. 


£2,750LffNrenou 
Wad e ta rQJto 
Ref 38 /FT 74968 /MB 

01962844455 
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Hotel 

• AA 2 Smr and BIB 4 Crown 

• IT en mile bedrooms 

• Owner's acrogonodation. 

- Net prefe ye* end 31.7.98 £47.886. 

atsjMuAnou 
tpnnA Office Ref 14&T449&BC 

01473256588 
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Sosuntial Resdorial Care 
Home RaasreuD for 17 

•Vtetiy firing vOIsge location 

• 13 singles. 1 twin. Passenger bit 

• 770 £M»0 per wee* (kern 14. 
-Net profit £80000. 

» M a p - frame ran. UnriraDcd 


MEADOWGARE NURSING LIMITED T/A 

TENDRING MEADOWS 
NURSING HOME 

(h atittsSotlve recelveishfo) 

The Joint Adminishalive Receives, Daniel Srrrflti 
and Mite Hore. offer for sate trie business and 
assets of the above dual registered care home. 

♦ Registered for 57 Resktenttal/Niffsing Beds 

♦ Speccafist Young PhysteaBy Disabled Unit 

♦ High Occupancy Levels 

♦ Freehold Properly on 2 Acre Ste 

♦ North Essex Location 

For turf** WormaSon, please contact 
Daniel Smflh or MSre Hone 


ROBSON RHODES 


£395£9lHEiaou> 

Exaer Office Ref 33 /FTNSil 

01392259371 
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REsaiemAL Cabs Home 
Registered tor 22 ■ 

• ABwagfc b edro o m * (Ben ante). 

■ Own er 's wMinl Ute 

for a father 9 beds. 

•DOyarauf 30.US7 

dtsjmwRom 

Ipsxzch Office Ref t4rPTT46S7AtBI 

01473 256588 
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FOR SALE 

lnJcpntJt.nl ABTA/IATA 
lr.Tvri Afiiw situated In 
pro^TOUsSurres- IcwA 
To»irfivcrtJ-5m 

Large iMThi*- totalling 2b50 sq- 

ft including bd’Cltwnt cinema 

Oftetvd at fraiSdi" 

C-KMM 1 Jtw to wmi-retireawnt 


rqily m rtitfidrarr m 
&ck Dull’S, f uvuk.t- 1' Time*. 

Otv Snuthwarl Bndg»‘. 
LumkmSFl 'ML-- 


mailorder 

Small mail order business 

selling high quality 
personalised goods direct 
and through charity fairs. 
Some trade sales. 
(Esc. 1996) 

WnHlaBnBflM 
fl— h tltiWi 
One SwUnwfc Bridge, 
[jfliai Ml 9HL 


RSM 

international 


186 aty Road, London EC1V 2NU. 

Tel: 0171 865 2424. Fax: 0171 253 4629. 

Beeson Rnode* b cumaed by me mrouw of CWbnfl Accountants 
)n enffiax) cno Wda* to eoay en knemnenl CmM«. 


BUSINESS FOR SALE 

Manufacturer of 
Self Adhesive 
Paper Products 

Tha Jo»tt ArhnMstreBve Receivers offerfor 
sale the busfoess and assets of a wdl known 
tefrinateBrxt c oal in g maoufeiXurBr. 
Principal tBalur&s include: 

♦ Long estabfehed business of high rept^B 

♦ AnnualturnovarapprowrTiatdyES^m 

♦ Leasehold premises in Mhcfi&ii 

♦ Wkfo range of specialty products 

For further Information interested parties 
should please contact Chris Herron at 
Levy Gee, 7th Floor. Wettem House, 
58 Dingwall Road, Croydon CR00XH. 
Tet 0181 -681 8389. Fax:0181-6818408. 


A specialised roofing company 
with a difference, based to iltc 
Ea*i Midlands hui operating 
nationwide on behalf of a select 
band of blue chip companies. 

♦ Perfect for ihe entrepreneur 

♦ No subcontracting 

♦ Extensive data base 

♦ Experienced staff 

♦ Exclusive U.K. distribution 
rights with two overseas 
materia] manufacturers 

Current owner seeks early 
retirement 10 pursue a call of 
destiny. 


Ii**\ iui:ii)icr I'.ril”, 
lin.i;;.i ■! Tinn -. 
Or,.’ >»u:huurl; Itriilse. 
l«:i<S»R Sill Vltl. 


Medical Publishing 
Company 


FOR SALE 


•ExceaantffowmpotenM 
•WeB astobRshatS In the southern 
AmfapAm 
•Variety at kmovoBvB 


Box 86180, Fteandd nrtes. 
One Soutewarit Bridge. 
London SE19HL 


msmsTmm. 

wTwmmmmm 
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Dae to personal circumstances, 
company seeks buyer who wishes 
to add a bespoke manufacturing 
facility to their business. 



Cochrane Mining (Lanarkshire) 
Limited (In Administration) 

The Joint Administrators offer for sale the business and assets of Cochrane 
Mining (Lanarkshire) Limited. 

Principal features include:- 

■ open cast coal mining operation based at Newhouse 

■ substantial reserves of high quality coal, sandstone and fireclay 

■ freehold site of approximately 210 acres at Mossband Farm, Lanarkshire 
with certain planning consents 

■ options on approximately 150 acres of land adjacent to Mossband Farm 
also containing significant resaves of coal, sandstone and fireclay 

■ forecast annual sales of c.£6m 

■ quality customer base including power generators 

■ assignable Bond of Caution for £300.000 

■ leased plant and equipment on site 

For further i n formation contact: Blair Nimmo, the Joint Administrator, 
or Tony Friar, KPMG, 24 Btythswood Square, Glasgow G2 4QS. 

Tel: 0141 226 5511. Fax: 0141 204 1584. 


VISCOUNT CENTRAL LIMITED AND 
BORDER BUSES 
(BARNOLDSWICK) LIMITED 


The Joint Administrators 
D. Nbhel Esj. MJLPJU ALSJPX. 
and A. Fender Esq. F.GA~ MJLP-A^ 
of Cason Beckons & Partners 


H CASSON 
BECKMAN 
& PARTNERS 


OFFER FOR SALE THE BUSINESS AND ASSETS 
OF THE ABOVE COMPANIES 

Tbe Principal features bcWe 

■ Mude>nnei 9 of 48 ocariieVtaBcs • CouJnK*. for it* pfovunnn of buv srrrice* 

* Combined taraorer ( I*W7t • HscAfatied OBtanertacwuh hawan) ndai 

• Lea«tK*l ptcraoes prwidinv parkin? i»vl mjia am cc faaWev Burnley Lancartair 


TRAVEL BUSINESS 
FOR SALE BY 
fiWVTP 

ARG/1ATA/ASTA. Annual 
Gross S1.5 to 2.0 Million. 
U.S- State of Maine. 
Provide Financial 
Capabilities and letter of 
Interest to: Fsx (203) 352- 
2963, E-mail: 
finccottSemaiLmsaxom 


For further information, please comer 


f NICHE ^ 

RECRUITMENT BUSINESS 
Acquisition Opportunity 

An nublisheil and highly ■Jh.«>sful 
iconuunenj tpatey is as liable for sale 
key teaUim are: 

• Blue Onp Cimmdct Dm 

• Cash Ccnemriie 

• Excellent Growth Krcniial 
Only principal* mil be considered 

Fir further iulonulioa. please conuci:- 
Lee Tedr or Ruth PtreJtri 
TMG C o rpo ra te F lnmr e. 

5 OrfWd Coort. 

Manrhaten 

M2JVVQ 


CaKcu Beckman & Partners 
Bow Chambers. 

X Tib Lane. 

Manchester M2 4 JB 
Tel: 0161 8320333 
fcuuOlfil 8329212 


Philip Davies & Sons. 
The Auction Centre, 

84-86 Reddish Road. 

Stockport SK5 TQi 
Tel: 0161 429 0300 
Fax: 0161 4290313 


TENERIF 


: r -TTtjcTwTr 


HOTEL WITH 


i.j:m : nj 


PRICE ONLY 12.75MIU-D.M 

MICHAEL PEGG 
TEL/FAX 01179 702345 




JS 


ES! 

SE ! 
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. FOR SALE 

HIGHLY PROFITABLE SOFTWARE BUSINESS 

■ ■Property Management Marks! 

■ Maricei-tsajfinfl poettion *.f!rT»+ turnover. £300k+ pre-tax profit 
■ ConsnlB&d, Eaparisnead Management 
■ Cash Rich ■ Blue Ctffp Cfiert Uet ■ Wflrid-wnte Potential 

Box 88184 FtaancUUrnss, One 8outhm1c Bridge London SE19K. 


/ SALE REPORT \ 

f Tbe No. 1 fctrt of roatni to large \ 
’ SBHjHDies for sag to tte IK anf Eun** 
fT/o ilrarj. November isse an now 
. It b RH to Est jour compem hr sale 
\ ftrsubsalpllonfeifis y 
V 01*18750200^/ 


tatty mkr tncksAnt) btaecfo 

0BttiBS,5ffSiinturape 
SaWng lobe safer wtnteolcaipfcMrtaiy 
GorapaiytittrtteirowvareinE^ 

& jaansbetts where owrfisabse 
reduced 8 tatger proets pnxfocetL 

ta No. B8I74. RnancMTinei, 
OreSattialtBnd^lOTkrSEIM. 


1 anradrire HnocP kmltirng 

Company 

ProfitabtoSnbstantial 
Tax Lises 
Non-Core Disposal 

Enquiries lo: David Hume 
Dckane&Toucfae 
Cttoore Gate, 2 Col more Rou- 
Btnningbani B3 2BN 
Td: 0121 200 2211 


GLASGOW INCOME TKUST F 1 X 
A Pwiiiob hccu ptctcmcil k> the 

Coun or Seteloa oa X Ociober l *»8 try 
Olaipow Idctirk Trail Pic, a public 
tnnpeny incurporaeJ imdo Ihc Cutnpuitcs 
Acl* and bump it* refine red vITkc ai 
Sabcrbnd Hour. 1-19 Si VioceM Sued, 
glnpro, lor condnnutoa of > roAictkia of 
id rapt tel, (he Court pwnonnwd (hr 
u fete moled imerbcuuir no 3 Nmrmler 
I9WI 

Eifiahufii 3 Ncaerehei 1998. 

Tic Lad OnJiaBy apfnnei Ihc Pennro in 
he nximed at die Wall, In (mmwi ferro 
and in be advenued cwoc ™ «he EtSohnpdi 
Qaicnr and « in cadi of The Ftsaneial 
Tiwc» and The Herald neap.perc anil 
arpnitei dl (Ww* rial map ai liEneu in 
l hr lodfe Ancawn lfaeilo. if u> advised, 
inthd 2 1 dij* after such i no manor, 
iasie* Lnp DCS 

afl which UnoiMi ic heirlw e*vtm 

Mjda> MutnjrA Spaa 
Soficiior for dw Athn ai ci * 
3 CacnTmla.St>eet 


CABLE MANUFACTURER 
WANTED 


Progressive Private Group Is 
looking to acquire Cates 
Manufacturers with the (alawing 
key attiitutas; 

■ Soles Cm -£?Clm 

• Profitable 

• Goad Growth Potenflcd 

Please respond with details to: 
Box Be 185. Financial Times. 
One Southwark Bridge. 
London S£ l 9HL 


Well Established 
Consumer Title 


in very active market 
with substantial forward 
advertising revenue 



For Sole 


By Trade and Technical Publisher 

BwWWJFtaoebrnnu* 
OmSmAu** Bridec. UtedoaSBl «il 


Hill iUiii 
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DIGITAL A BUSINESS 

NINTH IN A 10-PART SERIES PUBLISHED ON TUESDAYS AND THURSDAYS 



Spreading 
the message 
inside the 
organisation 


IT has shaken up 
company structures 
just as much as 
external markets, says 

Vanessa Houlder 

To enthusiasts, 
information technology is 
forging a productivity rev- 
olution. It has changed not Jnst 
the nature of markets and compe- 
tition. Inside companies, it has 
also changed behaviour. It has 
broken down the barriers of geog- 
raphy and time. It has flattened 
organisational structures, elimi- 
nating vast numbers of jobs, 
while making others more 
demanding and effective. 

Nat everyone subscribes to the 
view that IT is responsible for a 
"new paradigm” of inflation-free 
economic growth. The produc- 
tivity gains of the Information 
Age are just a myth.” according 
to Stephen Roach, chief econo- 
mist at Morgan Stanley Dean 
Witter. 

But there is no doubt that IT - 
coupled with commercial impera- 
tives - has made a profound dif- 
ference to the way companies do 
business. Proof, if it were needed, 
comes from the emergence of 
new business metaphors, such as 
‘■virtual company” or “networked 
organisation**, says Michael Earl, 
professor of information manage- 
ment at London Business School, 

For many companies, the 
starting paint for these changes 
can be traced back to the best- 
selling book. Re-engineering the 
Corporation, in which Michael 
Hammer and James Champy 
argued that “automation simply 
provides more efficient ways of 
doing the wrong sorts of things'*. 
They argued that companies 
could achieve marked improve- 
ments in productivity by re- 
designing business processes at 
the same time as investing in IT. 

A central theme in re-engineer- 
ing was the need for companies 
to rethink their hierarchical 
systems of command-and-cantroL 
Employees could now gain access 
to all the information they 


needed through their PCs. elimi- 
nating middle managers as com- 
munication conduits. “Middle 
management, as we currently 
know it, will simply disappear.” 
said Michael Hammer. 

These changes did not only 
affect the head office. Companies 
tried to re-anal yse the business 
processes throughout their 
organisations, in an effort to 
break down divisional “silos” 
that prevented one part of the 
organisation from understanding 
what other parts were doing. 

Increasingly, they have tried to 
integrate the computer systems 
that control different parts or 
their operations. The widespread 
adoption of enterprise resource 
pl anning has allowed companies 
to put their various systems - 
from manufacturing and ware- 
housing to invoicing and payroll 
- on a common basis. 

Information technology has 
also made it easier for employees 
from different locations to work 
together. Using “groupware” 
such as Lotus Notes, people from 
different departments, countries 
and time zones were able to work 
together on electronically stored 
documents and contribute to 
online bulletin boards, all at 
times which suited them individ- 
ually. 

The company-wide networks 
known as intranets have spread 
information even more widely. 
There is no central control over 
many intranet-based collabora- 
tion tools. 

At the same time as informa- 
tion has been making companies 
more integrated, it has also 
allowed them to loosen their 
physical structures. With the 
widespread use of home comput- 
ers, laptops, modems and mobile 
telephones, employees do not 
need to be in the same place to 
work together. Many more work- 
ers now work from home or from 
the road. For some businesses, 
such as software design, workers 
can be located on the other side 
of the world. 

In its extreme form, the use of 
new information and communica- 
tion technologies has fostered the 




the introduction of a new corpo- 
rate position. During the past few 
years, companies such as Xerox, 
Coca-Cola, Monsanto and the 
large management consultancies 
have appointed information 
supremos with titles such as 
“chief knowledge officer”. 

But when it comes to handling 


attempt to spread information 
knowledge around their organisa- 
tion Is by using electronic bulle- 
tin boards. Arthur Andersen, the 
accountancy firm, for example, 
has an online system that allows 


BP's staff found it reduced the 
strain of constant travelling and 
made their working day more 
flexible. But it can also bring 
additional pressures. People often 
complain of being overloaded 


emergence of the “virtual office." 
Instead of an office, there is a 
web site; and instead of salaried 
employees, work is outsourced, 
either to other companies or to a 
team of freelances. 

These changes have a price. 
Employees carry information and 
experience in their heads. With 
large-scale redundancies and a 
more mobile workforce, compa- 
nies risk losing the intellectual 
capital that makes up their “cor- 
porate memory”. 

A report by KPMG. the consul- 
tancy. published this year, found 
that nearly half of the companies 
it surveyed bad damaged a rela- 
tionship with an important client 
or supplier because they had 
“failed to turn human intellec- 
tual capita] into organisational 
intellectual capital". 

But if IT has contributed to 
this problem, it may also contrib- 
ute to the solution. If information 
can be stored in an electronic for- 
mat. rather than in a filing cabi- 
net or in someone's head, it 
becomes far easier to search for. 
By filtering, packaging and stor- 
ing their collective knowledge, 
companies are able to reuse it 

This drive for better “know- 
ledge management" has led to 


knowledge. IT faces of one its 
toughest challenges yet. 
Attempts to develop “expert 
systems" in the 1980s, which 


involve creating rules that reflect 
an expert's know-how. have 
failed for an but the narrowest 
fields of knowledge. 

The problem often lies with 
tacit, rather than explicit know- 
ledge. Companies find it rela- 
tively easy to store and retrieve 
reports. But it is for harder to 
deal with the less formal know- 
ledge that governs the way 
people do their jobs. 

One way companies can 


consultants worldwide to initiate 
and participate in discussions, as 
part of a much larger knowledge 
network. 

Another approach is exempli- 
fied by the “virtual teamwork" 
project introduced by BP, the oil 


company, in 1995. It equipped its 
staff with a desktop video- 
conferencing system, document 
scanning, electronic mail and the 
internet. Its investment was 
swiftly repaid, not only by 
reduced travel bills, but also by 
better and quicker decision-mak- 
ing. 

For individuals within compa- 
nies. the introduction, of new 
knowledge management technol- 
ogy can bring benefits. Some of 


with information. Moreover, they 
feel threatened by being asked to 
share their personal expertise In 
a knowledge management sys- 
tem. 

“Culture is perhaps the most 
difficult constraint that know- 
ledge managers must deal with," 
concluded Thomas Davenport, 
David De Long and Michael 
Beers in research carried out last 
year for Ernst & Young. They 
found that knowledge manage- 
ment worked well in organisa- 
tions where employees were 
intellectually curious and confi- 
dent. But in companies where 
employees feared layoffs, people 
were reluctant to share informa- 
tion. particularly when it con- 
cerned mistakes or failures. 

Another problem cropped up in 
“creative" organisations, such as 
advertising agencies, where the 
pressure to he original made 
employees reluctant to consider 
second-hand ideas. 

The problems are not only cul- 
tural The KPMG research found 


that lack of time was an e$9). 
more important obstacle to shar- 
ing knowledge. “It could be that 
organisations have been through 
re-engineering and delayering 
and are so lean that they cannot 
give their employees the time 
necessary to develop and share 
knowledge,” It said. 

That conclusion may sound 
alarm bells. The organisational 
changes that have accompanied 
the introduction of new technol- 
ogy may have increased the pres- 
sure on employees, in a way that 
damages the organisation as a 
whole. It chimes with the conclu- 
sions of some economists who 
have argued that the apparent 
productivity gains from comput- 
ers in the US are explained by 
the longer hours Americans are 
spending at work. 

It is too soon to draw ofogr 
conclusions about the impacPun 
organisations of the technologi- 
cal changes of the past decade. 
The pace of innovation has 
placed such heavy demands on 
users that they are not yet accus- 
tomed to working with it. Past 
technological revolutions have 
taken decades to take their full 
effects. The full impact of this 
one is only starting to be felt 


Some argue that the apparent productivity 
gains from computers are explained by the 
longer hours spent at the office 
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Prusak: preaching the Emits, as wen as the possfcDftfes 



INTERVIEW 

LAURENCE PRUSAK 

IBM Consulting 


Going digital can break 
down barriers in a 
business and improve 
communications but it 
is not the complete 
answer, Victoria 
Griffith discovers 

In the early 1990s. some senior 
managers at Chemical Bank 
decided to put an end to the 
rumour mill that often created 
damaging uncertainly among its 
staff. They set up an Intranet site 
that would chose down any 
rumour and got the true story. 
Anything was up far grabs - a 
threatened merger, possible 
closure of a division or tbe 
Imminent departure of an 
executive at the US bank. 

The first week, the site 
received three inquiries, which 
were duly answered. The second 
week. 200 questions were posted, 
and. with some difficulty, the 
managers addressed them all. 

The third week 1,000 inquiries 
were sent in, and the system 
crashed. 

“There was no way they could, 
deal with it," says Laurence 
Prusak, author and managing 
principal at IBM Consulting. 
“People at the bottom are 
desperate for information from 
people at the top, so if you open 
up the floodgates, you’d better be 
prepared to deal with the 
consequences." 

One of the promises of the 
digital revolution Is that it will 
increase the interaction between 
those at the top and those at the 
bottom, thus creating flatter, less 
hierarchical organisations. 

Mr Prusak. who has been 
preaching the limits, as well as 
the possibilities of electronic 
connections for years, is 
sceptical. Digital 
communications, he says, are 
largely incapable of cutting 
through the cultural boundaries 
that created hierarchical 
structures in the first place. 

"I have the e-mail address for 
the White House,” Mr Prusak 


points out “But that doesn't 
mean 1 influence foreign policy." 

Even with the best of 
intentions, senior managers face 
time constraints that technology 
will not eliminate. A few years 
ago Bill Gates said he answered 
all his e-mail personally. If that is 
still true, it is probably all Mr 
Gates has time to do. 

Many organisations still 
believe in the value of a 
powerful elite in the upper 
echelons of a corporation. 
Someone needs to make the 
decisions, they argue. Yet placing 
all the power at the top means 
putting senior managers under 
enormous pressure, while 
reducing those at the bottom to 
automata. 

Thus, corporations have been 
Increasingly striving to function 
more horizontally. “There may be 
some value in having 
decision-makers at the top." says 
Mr Prusak. "But not tf they 
control all strategy and access to 
information. It's a question of 
degree." 

To break through the time 
barrier, executives need to 
devolve decision-making to 
people at lower levels. 

Technology plays a limited role 
in this. Power-sharing can. of 
course, be accomplished with or 
without electronic 
commmdcations, and no amount 
of digital wizardry will flatten a 
company If senior executives are 
not prepared to relax their 
control. 

So have digital 
communications any use in a 
flattening business world? Yes. 
says Mr Prusak. Intranets, and 
the internet itself, can be used to 
access information, and 
information is tied to power, 
since it enables people to make 


better decisions. In the electronic 
age, it is easier to achieve 
transparency. Simply posting 
corporate information to ail 
workers - regarding a dip in 
sales or market shifts - makes it 
easier far everyone to arrive at 
sensible solutions to 
problems. 

The most effective 
information-sharing, according to 
Mr Prusak, probably occurs 
horizontally, rather than 


vertically. Workers can empower 
themselves by organising virtual 
communities. At the 
pharmaceutical company 
Johnson & Johnson, for instance, 
workers created a forum to share 
information about the best 
software and hardware solutions 
for the Year 2000 problem. Many 


of the ideas were adopted, and 
the company has saved a 
small fortune, says Mr Prusak. 

Similarly, workers at Ford 
Motor Company who were 
enthusiastic about braking 
systems got together to form a 
group. The group, involving 
workers from several divisions, 
shares scientific advances, 
consumer preferences and 
anecdotal information. “Who 
knows if Ford will build better 


brakes because of it. but l 
wouldn't be surprised if it did,” 
says Mr Prusak. 

But such groups have 
limitations. The best 
communication still occurs 
face-to-face. “Ninety per cent of 
communications are not verbal." 
says Mr Prusak. 

“It's difficult to read people's 
passion, build trust, understand 
the subtitles through tbe 
computer. That's why travel is 
up since the internet became 
popular. People eventually want 
to meet those with whom they've 
been communicating with 
digitally." 

Electronic communications, 
says Mr Prusak, cannot of 
themselves flatten an 
organisation. An intranet will not 
increase people's capacity to 
absorb tbe information thrown at 
them, or allow chief executives to 
have a personal relationship with 
all their employees. But U may, 
says Mr Prusak, provide a forum 
for communication and so help to 
build a more horizontal 
organisation- 


No amount of digital wizardry will 
flatten a company if senior executives 
are not prepared to relax their control 


It’s good to talk - 
with staff by e-mail , 


British Telecommunications’ intranet is a key 
part of structural changes affecting 125,000 
employees, writes Alan Cane 


Bill Cock burn, appointed 
head of British Telecom- 
municatious* UK 
operations a year ago, recalls 
with relish encountering, on his 
second day in office, one of BT's 
army of field staff who put up 
telephone poles. 

He welcomed Mr Cock bum 
enthusiastically to the organisa- 
tion, congratulating him on the 
sharp rise in BT's share price 
since his arrival. 

It was, however, not Mr Cock- 
burn's reputation that sent BT’s 
shares soaring but WorldCom's 
eventually successful interven- 
tion that same day in BT’s 
attempted merger with MCI of 
the US. The City, which had 
become increasingly unhappy 
about the merger's prospects, 
marked the share sharply higher 
on the news. 

The story says much about 
BT's way of communicating with 
Its staff these days. The BT 
employee had been following the 
progress of BT’s share price on 
the company's intranet, a group- 
wide electronic communication 
system based on internet tech- 
nology. 

The system was in place before 
Mr Cockburn's arrival, and he 
has adopted it as the main 
vehicle through which he dissem- 
inates his plans for adapting BT’s 
traditional structure to the new 
world of digital business. 

“We have over 100,000 com- 
puter terminals in BT," he says, 
“and this intranet system con- 
nects them all up. This is now 
the means by which a lot of our 
internal business is done in the 
UK." 

Everybody in the organisation 
has access to the system. Field 
staff connect to it through laptop 
computers or catch up with the 
news when they return to base. 

Even after the loss of more 
than 100.000 jobs in the past 
decade. BT remains a big organi- 
sation. Its 125,000 staff are 
located not only in the UK but in 
every major European country. 


Asia and North America. A joint 
venture with AT&T of the US, 
announced in the summer, is in 
the early stages of development 

The logistics involved in run- 
ning an organisation of this size 
are complex. The company buys 
goods and services worth £5bn a 
year and much of tbe business is 
carried out through electronic 
channels. 

It operates one of the largest 
fleets of commercial vehicles in 
Europe while its building 


‘I get vast numbers 
of e-mails from 
people at ail levels 
expressing very 
strong views 1 


services department deals with 
7,000 properties in tbe UK alone. 

Given the importance of the 
electronic supply chain, it is no 
surprise that BT was one of the 
first UK companies to warn it 
would cease to do business with 
suppliers who could not show 
they were dealing with the 
so-called millennium, bomb which 
threatens to disrupt computer 
and telecoms systems after 2000. 

But communicating both the 
corporate vision and day-to-day 
operational matters Is a large and 
costly task. Mr Cockbum, in par- 
ticular, fa implementing the big- 
gest changes in BT’s organisation 
for almost a decade. He has aban- 
doned tbe old demarcation lines 
and introduced the concept of 
“arenas" around marketing, 
products and services, and the 
network. This is where the com- 
munications potential of the 
intranet comes into its 
own. 

Ail BT’s senior managers, 
including Sir lain Vallance, the 
chairman. Sir Peter Bonfield, 
chief executive, and Mr 



Cockbum, have their own web 
sites and use them for dissemina- 
ting information and collecting 
views from staff. 

“My web site has gone from 
zero to 200,000 hits a month.” 
says Mr Cockbum. When I travel 
round the business, we run a 
diary of my daily appointments 
on the site and we take a digital 
camera to record noteworthy 
events." 

The group also uses other 
media to get its message across. 
There is a newspaper and a pri- 
vate television channel, but Mr 
Cockbum argues for the effec- 
tiveness of the intranet. “People 
flock to the sites because they 
are interested," he says. 

“There is an insatiable appetite 
for information about the com- 
pany. Last year we saved over 
£140m by using the intranet - in 
other words, to have used paper 
means of communication would 
have cost £i40m more. 

'1 get vast numbers of e-mail^ 
firm people at all levels in ti^~ 
company. These people express*' 
vary strong views about what we 
are doing and they give me their 
own ideas. 

“And they do not do it anony- 
mously. 1 think It is good that 
people should feel they have the 
confidence to express their point 
of view, bypassing all their linps 
of command by sending their 
t h ough t s straight to my e-mail 
address.” 

. Mr Cockbum gives as an illus- 
tration the introduction of profit- 
related pay earlier thin year, a 
measure he strongly supported. 

To fulfil the government’s rules, 
however, a certain proportion 
of the staff had to be in. agree- 
ment 

"We were selling the benefits of 
this to our people. During that 
period I had a huge number of ; 
m essa g es. I was using my wetuAv 
site to reinforce what our humanX 
resources department was telling 
the staff" 

Robert SaJvoni, Mr Cockbum’s 
personal assistant, who works 
with the press office to create Mr 
Cockburn's web site says; “It 
become our lifeline. T never go 
anywhere these days without the 
digital camera." 

V 
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Depressed by 
the cutting 
concept 



Yet again the Turner 
Prize short-list 
exhibition spurns 
painting in favour of 
conceptualism, writes 
William Packer 

. What is to be done with the 
Turner Prize? Here it is, come 
round again for the 14th time, 
and with it the same old doubts 
and reservations - which is a 
pity. For I have nothing against 
j^the Idea of this or any prize in 
Wprmriple, if only for a bit "of fun 
and some money directly fn an 
artist's pocket. And while the 
Turner, at £204)00, no longer has 
the largest purse on offer, it is 
still not to be sniffed at with all 
the publicity that its sponsors, 
Channel 4, can orchestrate, t» nd 
the not inconsiderable prestige of 
the Tate Gallery itself behind it, 
it remains beyond doubt the most 
valuable in kind. 

So what is the problem? Here 
we have a competition that at 
once consciously, sets itself by 
the highest general standard and 
yet imposes limitations, both of 
formal qualification and, latterly, 
by an apparent Interest in only 
certain kinds of work. Turner 
was possibly the greatest artist 
this country has produced, and 
remained as radical and adven- 
arnturous in his old age as ever he 
bad been in his precocious youth. 
The prize set up in his name, for 
"an outstanding exhibition or 
other presentation of work in the 
1 12 months preceding May 31, 
199S” is limited to a British artist, 
which is fair enough, but only to 
one who is under 50 years of age. 
I have consistently argued 
against this limitation, partly on 


the grounds that the interests of 
the young should not always be 
counted as paramount, and more 
particularly that the greater 
opportunity of measuring them- 
selves against - and possibly 
defeating - all comers, of what- 
ever age, is thus denied 

And Turner was also a painter. 
The second, and last, painter to 
win his prize was Howard Hodg- 
kin In 1985. A painter has always 
been nominated, admittedly, bat 
latterly always of a minimalist-or 
process kind, and the short-list 
and exhibition has become 
increasingly the province of the 
conceptualist, whether as instal- 
lation-builder or film-maker. The 
art-speak is no longer of the 
painting or the sculpture, but of 
the project, the process, the art- 
work. The idea is all; the work 
itself merely the proposal or dem- 
onstration. And the inference is 
that, for artists under so, all real 
creative interest and current 
achievement now resides only 
within this narrow sector of 
activity. If true, this would be 
deeply depressing; but it isn't 
true: the art schools are full of 
painters, and their sculpture stu- 
dios as busy as ever. But curators 
and selectors seem only to look 
for what they have persuaded 
themselves is now relevant “the 
cutting edge”. AB they discover 
is the new Academy. 

So here Is the mixture as 
before. Tacita Dean is com- 
mended for demonstrating “her 
versatility in the use of a wide 
range of media, including draw- 
ing and film to create imaginfl- 
tive narratives of her chosen 
themes". If only she could draw, 
and her films and narratives 
were in the least bit compelling. 
Here film of women in a worn- 


THE ARTS 



Detafi from Don't touch my watef, 1998, by Cathy do Monehaux: her captioning may be pretentious, but at least her works are beautifully made 


en’s-only swimming-pool in Hun- 
gary is anything but. It conveys, 
so the catalogue tells us, “a sense 
of the slower pace of life in East- 
ern Europe, and suggests that 
time is an essential part of the 
healing process." WeD I never. As 
for her lighthouse beacon turning 
endlessly in the night, entitled 
"Disappearance at Sea", it is ren- 
dered merely pretend ous by her 
arbitrary attempt to relate it to 
an old story of a lone yachtsman 
lost at sea, her lighthouse “the 
last human outpost between land 
and ocean . . . (hinting) a t the crth- 
er-worldhneas of the sea." She is 
also showing The Roaring For- 


ties”, a work that consists of 
seven large blackboards each 
worked in a single day, and 
treated by what the catalogue 
takes to be "her virtuoso han- 
dling of the chalk”, and what I 
take as a perfunctory scrawl. To 
look at these crude images of the 
sea and sailors, labelled "Aerial 
View" and "Out of Frame” to 
summon up a cinematic context, 
it is hard to believe she knows 
what drawing, as drawing, really 
is. If she does, she doesn’t care. 
To her. her mark Is her mark and 
that is enough. 

Sam Taylor-Wood is com- 
mended for "her acutely percep- 


tive explorations of human rela- 
tionships through photography 
and video". I don't know that she 
is any more “acutely perceptive" 
than were such fine Victorian 
narrative painters as Orchard son 
or Frith, hut she is certainly 
accomplished in what she does. 
The only problem is that for me 
her film here, of two lovers in the 
centre of a crowded restaurant 
engrossed in the tearful agony of 
breaking up. is just that, a film, 
and subject to the established 
critical apparatus of the cinema 
rather than fine art. As for 
her panoramic photographs, 
panoramic photographs are. 


well, panoramic photographs. 

Chris Ofili is cited for "the 
inventiveness, exuberance, 
humour and technical richness of 
his painting, with its breadth of 
cultural reference". Since 1 
renewed his Serpentine exhibi- 
tion at some length two weeks 
ago. all 1 shall say now is that I 
still find his inventiveness formu- 
laic. his technical richness 
mechanical, his humour and exu- 
berance somewhat forced, and 
his cultural reference merely 
superficial. 

Which leaves Cathy de Mon- 
chaux, here "for the growing 
complexity and richness of her 


sculpture and her sensuous use 
of materials". Her work. too. is 
formulaic to a degree, with her 
use of ready-made elements and 
her tricks irf bracketing and 
clamping. But while her imagery 
may be disturbing, fraught with 
sexual phobia and hints of vio- 
lence. it is at leas! beautifully 
made and fully realised. Her cap- 
tioning may he tiresomely pre- 
tentious. but at least she is an 
authentic sculptor. If 1 were a 
Judge. 1 would vote for her. 

The 1998 Turner Prize Exhibition; The 
Tate Gallery, London SW1, until Jan- 
uary 10; sponsored by Channel A 
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Problem play given 
no sense of direction 


THEATRE^ ; 

fAlRMACAULAY 


; and Cresskta 
The PH, BaiMcan, London BC2 

The Royal Shakespeare Company's 
new production of TroHus and Cres- 
sida is at times almost wonderful, 
then faintly irritating. It is contrived 
and yet it is very immediate; it is 
fresh and yet never quite absorbing. 

Directed by Michael Boyd and 
designed by Tom Piper, the play is 
set in a part of the 20th century just 
before our own, in some more or less 
middle-class milieu somewhere in 
the eastern Mediterranean. The 
period works well, and creates an 
artless naturalism about the charac- 
ters while giving them just enough 
historical distance. And yet, at 
points. Boyd presses the modernity 
too far there is too much nonsense 
about pistols, especially when Achi- 
lles first threatens Hector. The class 
setting adds intimacy - Priam’s fam- 
ily eat dinner around the kitchen 
table - hut reduces the Greek kings 
to a bunch of local politicians row- 
ing about - what? Then there is an 
uneasy tension between the Mediter- 
ranean locale and the actors employ- 
ing accents from all over the British 
Isles. These prove distracting; why 
do most Trojans use Irish accents 
but not Troilus? Why is Thersites 
the only Greek with an Irish accent? 

The actors do a great deal to bring 


conviction and coherence to all this. 
Jayne Ashbourne presents the self- 
contradictions of Creasida with an 
extremely appealing spontaneity; 
Wiliam Houston is an artless Troi- 
lus of heartcatching openness; Roy 
Hanlon ' brings an unusual, telling 
melancholy to the annoying machi- 
nations of Pandarus . . .Shake- 
speare's Troilus offers an excep- 
tional array of vivid, challenging 
roles, every one of which is taken 
here with intelligence- The difficult 
role of Cassandra - played by Cath- 
erine Walker - becomes completely 
persuasive: the quiet sister in 
mourning whom everyone is kind to, 
nursing a child that turns out to be 
merely a shawl, uttering tragic 
prophecies that no one can pay cre- 
dence to. 

Yet Boyd needs to jazz up our take 
on the play with wiseguy glosses of 
his own. Casting a young woman - 
Elaine Pyke - as Patroclus doesn't 
quite work. The point, presumably, 
is to make him Achilles's effeminate 
catamite, and to create a new ten- 
sion around Patroclus's uneasy situ- 
ation amid the other Greeks, who 
are already angry with Achilles for 
not fighting; but when we discover 
that Achilles has been also involved 
with a real woman, we are tripped 
up by one gender issue too many. 

And why change the whole Greek 
myth by having Patroclus killed, not 
by the Trojan Hector, but by the 
Greeks? Why have Helen of Troy 
pose as a statue of the Virgin Mary. 



Appeaing spontaneity; WHBam Houston and Jayne Ashbourne 


AlLUtrMidr 


with kneeling worshippers chanting 
at her feet? These ideas are merely 
clutter; we cannot attend property to 
what the characters are saying while 
Boyd keeps throwing this stuff 
before us. 

There are a few other problems. 
The text has been oddly cut - so 
that, although the programme precis 
teDs us that Pandams ends the play, 
the action tells us that Troilus does. 
The acting style is naturalistic, but, 
when Cressida arrives in the Greek 
camp, she gets pulled into a dance 
that Liz Ranke n has choreographed 


with exaggeratedly expression 1st ic 
artifice. The big fight between Hec- 
tor and Ajax has been arranged with 
so much violence that nobody would 
believe that they could carry on at 
the same rhythm. 

Troilus has often been called a 
problem play, but the RSC has done 
wonders in some previous produc- 
tions to disprove this judgment. The 
odd thing about Boyd's production is 
that he too makes the play seem far 
from problematic. He directs as if he 
knew the truth; Shakespeare is no 
problem, but Boyd is. 


THE ORIS LONDON JAZZ FESTIVAL 


Variations on guitar, 
drums and bossa nova 


It is 40 years since Brazil 
exported the bossa nova, the 
“new bump", to the cool jazz 
clubs of the US. and inviting 
the band that created this 
subtle son of samba to the 
opening week end of the Oris 
London Jazz Festival was 
inspired booking. 

The creator of the sound, 
and the composer of such 
insidious melodies as “The 
girl from Ipanema" and 
“One note samba". Tom 
Jobim, died in 1994; but the 
Jobim/ Morelenbaum Quin- 
tet continues, and with some 
justification. It includes both 
Tom’s son Paulo on guitar 
and his grandson Daniel on 
piano. 

At first, in a reverential 
Royal Festival Hall, the 
mood was on the chilly side 
of cool: the band seemed to 
be going through its predict- 
able paces. But gradually, as 
singer Paula Morelenbaum 
settled into her rhythm, the 
atmosphere wanned consid- 
erably and the contribution 
of this introspective, subtle 
beat to jazz was apparent. 

This is basically small 
club music: it conveys more 
of Portuguese sobriety than 
African emotion. But it is so 
much the life blood of the 


Jobim/ Morelenbaum Quin- 
tet that it soon reached out 
and absorbed the audience, 
sending it out for the inter- 
val happily mellow. 

Top of the bill was Lee 
Ritenour. "Captain Fingers", 
the professionals' favourite 
guitarist and increasingly 

There is no 
doubting 
Ritenour’s skills 
- he can make 
the guitar sound 
like a violin or 
even a sax 

the public’s, judging by the 
jazz chart success of his lat- 
est albums. Ritenour comes 
across like a typical guitar 
virtuoso - as short on cha- 
risma as he is long on solos. 
You can imagine the teenage 
years spent practising in the 
bedroom. No wonder he 
became the most sought 
alter session man in LA. 

There is no doubting his 
skills - he can make the gui- 


tar sound like a violin, or 
even a sax - although there 
was no need, given tile qual- 
ity sax playing of Eric Mar- 
ienchal in the quintet. The 
problem with jazz guitar is 
that it can so quickly degen- 
erate into clever doodling: 
Ritenour is often quite 
happy to kiss melody good 
bye as he improvises away, 
seeking guitarists’ nirvana. 

He is equally generous 
with the genius of his bands- 
men. encouraging them to 
indulge in solos and mock 
instrumental duels, reminis- 
cent of the bad old days of 
arena rock. Rarely has a 
drummer shown off to such 
length at the Festival Hall as 
Sonny Emory, and. however 
technically brilliant, it is 
emotionally deadening. It 
was a relief to get back to 
the original tune, oven if it 
was the theme from the film 
Afffe. 

But anything goes in jazz 
these days, as the Oris Festi- 
val, which lusts all this 
week, proves. Somewhere 
amid the esoteric free form- 
ing there is blood, sweat and 
tears. 

Antony Thomcroft 


INTERNATIONAL 

Arts 

Guide 


Wing; to Mar 7 


ABERDEEN 

OPERA 

His Majesty's Theatre 
Tel: 44-1224-641 122 

• The Magic Flute: by Mozart. 

Scottish Opera production by 
Martin Duncan, conducted by 
Richard Fames: Nov 13 

AMSTERDAM 

OPERA 

Netherlands Opera, Hat 

Miatektheater 

Tel: 31-20-551 8911 

• The Rake's Progress: by 
Stravinsky. Conducted by 
Reinsert de Leeuw in a staging 
by Peter Sellars. Cast Includes 
Donald McIntyre, Thomas 
and Willard White; Nov 10, 12 

EXHIBITIONS 

Rqksmuseum 

Tel: 31-20-673 2121 

• Van Gogh In the 
Rijksmuseum: during the period 
of the Van Gogh Museum s 
closure for renovation ana 

buftling work, a setect, ° f l 1 £llS 
finest holdings will!* exhibited 
in the Rijksmuseurn’s South 


BERLIN 

DANCE 

Deutsche Oper 

Tel: 49-30-34384-01 

• Cinderella: new staging by 
Roberto de Oliveira. The tide role 
Is danced by Tamako Akiyama, 
and the conductor is Peter Ernst 
Lassen; Nov 13 

BIRMINGHAM 

Exhibitions 

Birmingham Museums and Art 
GaBery 

Tat 44-121-235 2834 
9 Sir Edward Burne-Jones: 200 
works, including tapestries and 
jewellery as wefl as paintings. A 
second generation 
Pre-Raphaelite. Bum e-Jones had 
a lifelong working relationship 
with William Morris as a principal 
designer; to Jan 17 

CHICAGO 

OPERA 

Lyric Opera of Chicago 

Tel: 1-312-332 2244 

www.Amcppena.org 

• Ariadne auf Naxos: by R. 
Strauss. New production by John 
Cox. conducted by Robert 
Sparta Cast Includes Deborah 
Vogt and Susan Graham; Nov 12 

EXHIBITIONS 
Art Institute Of Chicago 
Tel: 1-312-443 3600 
www.srtrc.edu 

• Ait and Archaeology or 
Ancient West Mexico; more 
than 200 works, including 


terracotta figures found in tombs, 
and findings of recent 
excavations. Many of these 
objects have never before been 
publicly exhibited; to Dec 6 

COPENHAGEN 

EXHIBITIONS 

Louisiana Museum of Modem 
Art, Humlebaefc 
Tel: 45-4919 0719 
www.touisiana.dk 
9 Joan Mirti: big retrospective 
comprising 140 paintings, 
drawings and sculptures, 
including works borrowed from 
the artist’s family since the 
exhibition was shown in 
Stockholm over the summer; to 
Jan 10 


HELSINKI 

DANCE 

Finnish National Ballet 
ret 358-9-403 027 
• Gisette: staging by Sylvie 
Gufflem. With sets and costumes' 
by Ramdn.B Ivara. Conducted by 
David Garfoth; Nov 12 

LONDON 

DANCE 

Sadler's Wefts - 
Tel: 44-171-863 8000 
9 Rambert Dance Company; 
■Cruel Garden, by Lindsay Kemp 
■and Christopher Brucs. 

Evocation of the Rfe and work of 
Federico Garcia Lorca, set to 
music by Carlos Miranda, 
performed by London Musfci; 

Nov 10, 11, 12. 13 

OPERA 


English National Opera, 

London CoBseum 
Tel: 44-171-632 8300 
9 Boris Godunov: by 
Mussorgsky. Conducted by Paul 
Daniel in a new staging by 
Francesca Zambelio, with sets by 
Hildegarti Bechtier. John 
Tomlinson sings the tide role; 

Nov 11 

• Mary Stuart by Donizetti. 
Conducted by Noel Davies in a 
new staging by Gale Edwards, 
with costumes by Jasper Conran. 
Ann Murray sings the title role, 
with Susan Parry as Elizabeth; 
Nov 10 

EXHIBITIONS 
Royal Academy of Arts 

Tel: 44-171-300 8000 ■ 

9 Charlotte Salomon: bom in 
Berlin in 1917, Charlotte Salomon 
died in Auschwitz in 1943, after 
living in hiding in the south of 
France for three years, during 
which time she produced a 
series of 789 gouaches called 
Life? Or Theatre?; to Jan 17 

MUNICH 

OPERA 

Bayerische Staatsoper 
Tel: 49-89-2185 1920 
www.staatstheaterljayem.de 
9 Der FreischOtz: by Weber. 
Conducted by Zubin Mehta in a 
new production by Thomas ‘ 
Langhoff. with designs by Jurgen 
Rose. Cast includes Petra-Maria 
Schnitzer and Peter Seiffert; 

Nov 12 

EXHIBITIONS 
Haus der Kunst 
Tel: 49-89-211270 


i 


• Lyortel Felninger (1871-1956): 
From Gelmeroda to Manhattan. 
First comprehensive retrospective 
of the Germ an- American painter, 
who was forced to leave 
Germany during the 1930s and 
subsequently worked in New 
York; to Jan 24 

NEW YORK 

OPERA 

Metropolitan Opera, Lincoln 

Center 

Tel: 1-212-362 6000 
www.metopera.org 
9 Le Nozze di Figaro: by 
Mozart New staging by Jonathan 
Miller, with designs by Peter 
Davison. With Ren6e Fleming, 
Cecilia Sartoli and Bryn Terfel, 
conducted by James Levine: 

Nov 11 

EXHIBITIONS 

Metropolitan Museum of Art 
Tel: 1-212-879 5500 
www.metmuseum.oig 
9 Degas Photographs: bringing 
together 35-40 photographs, 
most of which were made in the 
1890s. Mainly figure studies, 
self-portraits and portraits of the 
artist’s circle: to Jan 3 

• From Van Eyck to Brueghel: 
Early Netherlandish Paintings. 
Almost 100 paintings from the 
collection, exhibited together for 
the first time; to Jan 3 
Museum of Modem Art 

Tel: 1-212-708 9480 
www.moma.org 
9 Jackson Pollock: first US 
retrospective of the Abstract 
Expressionist since 1967. 

Including more than 100 
paintings and 50 works on paper. 


the show promises to be a 
highlight of the New York art 
calendar, to Feb 2 

OTTAWA 

EXHIBITIONS 

National Gallery of Canada 
Tel: 1-613-990 1985 

• Songs on Stone: James 
McNeill Whistler and the Art of 
Lithography. Around 200 works 
by the American expatriate, 
including drawings, etchings and 
paintings: to Jan 3 

PARIS 

EXHIBITIONS 
Grand Palais 
7e/: 33-1-4413 1730 
9 Lorenzo Lotto: Rediscovered 
Master of the Renaissance. 50 
paintings, many of them on loan 
from churches and museums in 
Italy; to Jan 1 1 

STOCKHOLM 

EXHIBITIONS 
Modems Musset 

Tet 46-8-5195 5200 
www.modemamuseet.se 

• In Visible Light Photography 
and Classification in Art. Science 
and the Everyday. Traces the 
evolution of photography from 
tile late 19tii century to works by 
artists including Andy Warhol and 
Cindy Sherman; to Nov 15 

WASHINGTON 

EXHIBITIONS 
National Gallery of Art 

Tel: 1-202-737 4215 
www.nga.gov 


9 Bernini’s Rome: Italian 
Baroque Terracottas from the 
State Hermitage Museum, St 
Petersburg. 35 rarely exhibited 
sculptures, bought by Tsar Paul 1 
from Filippo Farsetti. Among the 
14 artists represented are Bernini 
and Algardi; to Jan 18 
Phillips Collection 
Tel: 1-202-387 2151 
9 Impressionists in Winter: 

Effete de Neige. Inspired by 
Sisley's Snow at Louveciennes, 
this display includes 62 works 
from 44 collections. Artists 
include Monet, Pisarra, 
Caillebotte, Gauguin and Renoir; 

to Jan 3 


TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received in 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday. GMT: 

06.30: Moneyline with Lou Dobbs 
13.30: Business Mia 
19-30: World Business Today 
22.00: World Business Today 
Update 1 

• Busmeas/Market Reports: 

05:07; 06:07; 07:07; 08:20; 09:20- 
10*0: 11:20; 11*2; 12:20; 1330- 
1420. ' 

At 0&20 Tanya Beckett of FTTV 
reports live from LIFFE as the 
London market opens. 
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COMMENT & ANALYSIS 


A merica's biggest 
bookseller has 
failed to beat 
Amazon .com, an 
upstart internet rival, at its 
own game. So it has done 
what any seir-respecting 
8001 b gorrilla would do: 
change the rules. 

As long as the trust busters 
don’t cry foul, Barnes & 
Noble’s purchase of Amer- 
ica's biggest book distributor 
will be be one of the most 
significant moments in a 
long- running corporate bat- 
tle that has at its heart the 
question of how fast the 
internet can transform an 
established industry. 

In its brief history, the bat- 
tle between Barnes & Noble 
and Amazon.com has 
already provided enough 
material to launch a thou- 
sand business school case 
studies. 

The former brought the 

economics of the category 
killer to the book industry, 
creating vast stores with a 
broad inventory and low 
prices. The latter brought 
the economics of the inter- 
net. creating a virtual store 
with a theoretically infinite 
inventory and even lower 
prices. 

Barnes & Noble pioneered 
the bookstore-as-meeting- 
place. drawing people with 
its coffee bars, reading desks 
and comfortable chairs. 
Amazon.com tapped into the 
new cyber-community. Let- 
ting its customers post their 
own reviews on its web site 
for others to read. 

Barnes & Noble is far 
ahead: it has S3bn of reve- 
nues and 1-1 per cent of the 
l T S book market. But Ama- 
zon.com has become a con- 
tender faster even than its 
own ardent supporters had 
expected. It is generating 
sales at an annualised rate 
of S6QOm and growing at 
around 30 per cent every 
three months. 

Equally important is the 
fact that Bames & Noble has 
failed to beat Amazon.com 
od its own turf. It opened its 
own internet bookstore 18 
months ago - nearly two 
years after its rival. Despite 
pouring money into 
Barnes&noble.com. its 
online sales are only a tenth 
of Amazon’s. 

Wall Street has made up 
its mind where the future 
lies. It has slapped a market 
value of S6bn on Ama- 
zon.com. nearly three times 
the value of Barnes & Noble, 


Brought to 
book 


The internet retailing war is turning into 
struggle over distribution, say Richard 
Waters and John Labate 


Bames and Noble 

Stare price (SI 

» 



Jan 1997 

Sore fla&sawnHW 

whose total revenues are 
five times larger. 

There is more to a book- 
store than the shop window, 
however - even on the inter- 
net. The latest book to catch 
tbe attention of the Ameri- 
can reading public - Tom 
Wolfe's A Man in Full - 
costs £23.95 at tbe local book- 
store. It costs 30 per cent less 
at a megastore, and 40 per 
cent less on tbe internet. 

The convenience and low 
cost of shopping on the 
internet are undermined, 
however, by expensive deliv- 
ery costs. To have the book 
delivered tomorrow requires 
a $10.95 fee. A lower fee 
brings a delay - not some- 
thing the impatient Ameri- 
can consumer is used to. 

“Customers want things 
overnight." says Gary 
Reiner, tbe chief information 
officer at General Electric. 
And though GE is hardly 
likely to start shipping its 
refrigerators by VIPS, it (and 
many other companies) is 
watching the Battle of tbe 
Booksellers closely for clues 
about how retailing may 
change. 

In particular, they are 
looking at Bames & Noble's 
latest gambit. At the end of 
last week it agreed to spend 
SGOOm on the country's big- 
gest book distributor. 
Ingram Books. This compa- 


ss 


Nov 


ny's 11 warehouses create a 
ready-made platform for the 
flagging Barnes&noble.com. 
Four out of five customers 
are within easy reach of 
Ingram's warehouses, giving 
Bames & Noble a new edge 
in the speed and cost with 
which it can reach readers, 
according to Leonard Rlggio, 
tbe company's chairman. In 
other words, internet retail- 
ers ran overcome the high 
cost of distribution if they 
control their own direct dis- 
tribution. 

This has not gone down 
well with other booksellers, 
and is likely to arouse the 
attention of tbe regulators. 
Corner bookstores around 
the country rely on Ingram 
and are horrified at the 
thought of their biggest sup- 
plier being under the control 
of their biggest rival. Ingram 
also supplied 58 per cent of 
tbe books sold by Ama- 
zon.com last year. 

“This is going to be scru- 
tinised very carefully by the 
antitrust division of the fed- 
eral government and by 
state attornies-general 
because of the local nature 
of bookselling." said James 
Fousekis, a partner at Stein- 
hart & Falconer, a San Fran- 
cisco law firm. 

If tbe internet retailing 
war is turning into a strug- 
gle over distribution, then 


Amazon.com has already 
shown itself to be a tough 
competitor. 

The US retailer with the 
most respected distribution 
system - and tbe one to 
have used information tech- 
nology most effectively to 
get control of its inventory - 
is Wal-Mart. So it may be no 
coincidence that Ama- 
zon.com recently hired four 
technology specialists from 
Wal-Mart, including its new 
chief information officer. 

That’s certainly the way 
Wal-Mart saw it: tbe giant of 
the US retailing industry has 
launched a legal action 
against the internet upstart, 
accusing it of trying to steal 
the intellectual property that 
lies behind its owninventory 
management system. 

Barnes & Noble's sally 
into distribution, meanwhile, 

is only one piece of the jig- 
saw. There is a broader pro- 
cess of consolidation and 
vertical integration under- 
way in the book business, 
one that is being hastened 
by online commerce- 

Mr Riggio has already 
come up with other ways of 
bitting back against Ama- 
zon, com. A month ago. be 
agreed to sell half of his own 
internet business to Bertels- 
mann, the German media 
group. That was followed 
last week by news that the 
European head of America 
Online - another company 
in which Bertlesmann Is a 
big investor - was to run 
Barnes&noble.com (though 
Amazon.com beat its bigger 
rival to the punch by launch- 
ing a web site in German 
last moDth.) 

Bertelsmann has ruffled 
feathers In the US book busi- 
ness before. Already a big 
publisher there, it recently 
bought Random House, 
touching off a wave of nam- 
ings from authors about 
excessive power. 

Through its ties to Barnes 
& Noble and. now. Ingram 
Books, Bertelsmann is set to 
become a key part of a verti- 
cally integrated industry. 

In theory, a book pub- 
lished by Random House 
could get pride of place on a 
revamped Barnes&Noble 
web site: it could also be fed 
into readers' hands more 
quickly and cheaply through 
an in-house distribution sys- 
tem. But before that future 
arrives, the antitrust experts 
at tbe Federal Trade Com- 
mission are likely to take a 
long, hard look. 



LETTERS TO THE EDITOR 


No evidence that Anglo-Saxon board 
structure is better set to avoid failure 

comprehensive programme 
of performance-related yard- 
sticks, internal and external 
transparency, a compensa- 
tion system from top to bot- 
tom that rewards value cre- 
ation. the attitude to accept 
the financial markets' expec- 
tations. and a strong leader- 
ship reflecting all these 
values. 


From Mr Christoph Walther. 

Sir, In your leader "After 
Siemens" (November 6) you 
mention that Daimler-Benz 
“is bringing a German two- 
tier board structure to its 
merger with Chrysler”. May 
I add that the company 
DaiznlerChrysler is bringing 
together parts from the 
Anglo-Saxon and German 
corporate governance by 
establishing a shareholders' 
committee that includes 
shareholder representatives. 

and outside directors as well 
as the two chairmen for 
DaixnlerChrysler. 


Your comment could also 
be interpreted as implying 
that the Anglo-Saxon system 
of corporate governance is 
superior to others. To the 
best of our knowledge, there 
is no evidence that the 
Anglo-Saxon system is better 
set to avoid mismanagement 
or corporate failure. 

The experience Daimler- 
Benz has collected over the 
past few years is that it 
takes a whole new mindset 
and philosophical approach 
in order to achieve a corpo- 
rate concept of value-based 

management, ranging from a 


Christoph Walther, 
senior vice-president 
corporate communications, 
DaimlerBenz. 

Stuttgart 

Germany 


Here’s to my 
cheap new car 

From Mr AEJ. Kiliick. 

Sir. 1 fully agree with Sir 
Alex Trotman, chairman of 
Ford (“Europe must change 
its ways, warns Ford chief*, 
November 4), that Europe 
must cut the costs of doing 
business. I look forward to 
my next new Ford being 
cheaper . . . 

A.E J. ELIlick, 
managing director. 

Cyclop International, 

PO Box 541 
Croydon, 

Surrey CR9 5QN, UK 


In dian h anks not lending enough 


From Mr Tosh 
Sheshabalaya. 

Sir. It is wrong to suggest 
India is struggling to cope 
with “excessive lending” by 
banks < “Investment dis- 
trust”, October 29). Indian 
industry has long com- 
plained that hanks are not 
lending enough, while bank- 
ers say tighter capital ade- 
quacy norms, mandatory 
credit ratings and controls 
on non -performing assets 
make this difficult 

Indian bankers have yet 
another reason to explain 
sluggish lending. The Indian 
Banks Association has 


accused the federal Vigi- 
lance Commission of creat- 
ing a “fear psychosis* 1 by 
routinely questioning bank- 
ers' motives for commercial 
decisions. Id September. 
India's finance minister 
agreed with the banks that 
police inspectors knew little 
about project finance and 
said the “witch-hunting 
would be stopped”. 

Tosh Sheshabalaya. 
managing partner. 

Ascendex Europe, 

Rue Alphonse Hottat 22-24, 
B-1050 Brussels, 

Belgium 


‘Over-pessimism’ will not help Japan 


From Mr Ken Takasu. 

Sir, I would like to thank 
the FT for its excellent and 
unparalleled coverage of 
developments in the Japa- 
nese financial system. How- 
ever. Beale Reszat (Letters. 
November 2), In assessing 
my statement that when a 
Japanese bank's capital ratio 
(alls below 4 per cent it Is 
forced to reduce risky assets 
as "overly optimistic", is 
really missing the point 

Dr Reszat argues that 
Japan's regulatory environ- 
ment is so lax that the 


Ministry of Finance itself 
acknowledged in a 1996 
report that some banks can 
be recognised as having a 
capital ratio of “less than 
zero per cent". 

I do not argue that when a 
bank's capital ratio f alls 
below 4 per cent that the 
b ank will immediately 
reduce risky assets. Instead, 
in the context of Paul King- 
man's argument for creating 
“managed inflation”, I argue 
that falling equity prices, 
whether tbey are marked to 
market, book, or never 


marked at all, will cause 
banks to become less willing 
to lend in order to reserve 
capital. 

This scenario is playing 
out in practice. It is clear 
that Japan's regulatory envi- 
ronment is in part at fault 
for the predicament that 
Japan is presently in. Being 
simply “overly pessimistic" 
will never create the confi- 
dence that is so needed. 

Ken Takasu, 

117 East 57th St 4CA, 

New York. NY 10022, US 


Forerunner 
totheFT’s 
second section^ 

From Mr Miehael Duggan. 

Sir, The claim in The 
Global FT (November 6) that 
in 1979 your newspaper was 
the first UK doily to he 
printed in (wo sections over- 
looks a notable precedent. 
Indeed, as the official Cente- 
nary History of the FT 
records, the London Times 
Business News - “a fatally 
flawed project" - was pub- 
lished for three or four years 
from its launch on UK Bud- 
get day. April 11 1967. • 

The TBN supplement was 
highly visible - not least, I 
recall, strewn on the seats, 
and floors of London undeA. 
ground trains, in detacheaT 
discarded and unopened 
form. 

The business section was 
eventually bound back into 
the Times newspaper. 

Michael Duggan. 

Fulbeck. 

The Avenue, 

Amersham. 

Bucks HP7 GAB 


Customers go 
on strike in 
the high street 

From Mr HE. Taylor. 

Sir. While listening to a 
report on tbe television news., 
concerning the fall in profit^- 
at Marks and Spencer. I had 
tbe benefit of an immediate 
reaction from one of its 
potential customers; “I'm 
not surprised. Their clothes 
♦His summer were rubbish.” 

I note from your reports 
that M&S's experience was 
shared by all other retailers 
in this sector. Perhaps one 
explanation for the “clothing 
bloodbath" is a customers' 
strike on grounds of taste. 

HX. Taylor, 

5 Regent Place, 

Tunbridge Wells. 

Kent TN2 4UP, UK 
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FT Graduates 
Recruitment Service 

Helping Graduates to target future top management positions 


The FT Graduate Recruitment Service is a new and effective way for graduates to 
obtain recruitment packs from some of the UK's leading companies. For the cost of 
just one stamp, you can use our centralised service to receive information from 
one or a number of the companies listed below. 


To order your Iree graduate packs, simply block in the boxes for the graduate packs you would 
like to receive, fill in the order form, then cut out the whole advertisement and send it to us at 
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Andersen Consulting 
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British Energy 
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United traders of Europe 

As the euro approaches, American investment banks are taking the lead in the 
restructuring of Europe’s share trading floors, says Vincent Boland 


T he euro. Its propo- 
nents claim, will 
c han ge everything. 
Companies are 
starting to merge and reor- 
ganise on that premise or 
promise. Many of the 
changes so far have been 
tentative. But at least tn one 
area, a radical reorganisa- 
tion is underway. It could 
have a large impact on the 
character of the Europe’s 
single capital market. 

The co mpan i e s concerned 
are the investment banks 
that dominate the buying 
and selling of European 
shares. Historically, their 
trading floors have been run 
by traders devoted to compa- 
nies in a particular country. 
This is changing. 

Tbe Investment banks' 
research arms were the first 
to reduce their country- 
based approach. A handful 
of the leading banks no lon- 
ger publish country-specific 
research reports (except for 
the UK), producing instead 
tomes on everything from 
European chemicals to pan- 
European portfolio strategy. 

Now. the trading floors are 
being reorganised along sec- 
toral lines too. so that for 
example, one trader will 
trade all banking shares 
regardless of where they are 
based in Europe. This is the 
biggest reorganisation of 
trading floors for years. 

“Within the context of the 
euro and the way equity 
markets are evolving, it is a 
very important first step in 
the development of a pan- 
European, sectoral approach 
to equity investing," says 
Thomas Troy, head of Euro- 
pean equities at Merrill 
Lynch. 

American banks are lead- 
ing the way. Merrill claims 
to be the first of London’s 
big equity trading houses to 
have completely reorganised 
its trading business to 
reflect the country-to-sector 
shift. Its trading floor has 
been working along sectoral 
lines since October L 
Most of the other big trad- 
ing houses are planning 3 
similar move. Morgan Stan- 
ley Dean Witter says its Lon- 
don trading floor will have 
sector trading for European 
shares in place by the euro’s 
first working day (January 4, 
1989). Others plan to intro- 
duce sector trading over the 
next few months. In the fund 
management business, too, 



centralised trading desks 
have been set up at pension 
funds and Investment man- 
agement companies to co-or- 
dinate in-house trading 
activity. 

This shift is more than 
just an internal re- 
organisation. It is happening 
only a few months after the 
London and Frankfort stock 
exchanges announced that 
they would join forces to 
build a common trading plat- 
form for the shares of their 
biggest companies - opening 
up the possibility that 
Europe could soon have a 
single stock market. 

And it is happening 
because the banks are antici- 
pating a slow but inexorable 
realignment of investment 
portfolios away from 
national stock markets 
towards pan-European sec- 
tors. This attitude is most 
marked among US fund 
managers which have tong 
viewed Europe as a single 
equity market (which is also 
why US investment banks 
have led the restructuring). 

But the change is wider 
than that. A survey of 100 
European pension funds and 
fund managers, published by 
Goldman Sachs and Watson 
Wyatt in June, showed tha t 
64 per cent of them were 
planning to manage their 
investment portfolios on a 
sectoral basis after economic 
and monetary union: only 9 
per cent would remain 
country-focused. 

“This represents a sub- 
stantia] shift from the way 
European portfolios were 


managed just a few years 
ago - it is the magnitude of 
tbe shift that is surprising 
rather than that it is occur- 
ring,” Goldman Sachs noted. 

As examples of the kind of 
portfolio shift that might 
occur as a result of the euro, 
traders say that German 
investors, for Instance, hold 
relatively little stock in oil 
companies because the coun- 
try has no oil industry. Simi- 
larly, Italian investors are 
underweight in information 
technology stocks because 
Italy lacks a developed IT 
sector. "All of these imbal- 
ances will be rectified over 
time.” says a US banker. 

Of course, there are sev- 
eral obstacles to a sustained 
country-to-sector shift. Few 
European banks are pre- 
pared to abandon their coun- 
try desks entirely. “We see 
no reason to rush into sector 
trading - our clients don't 
want it yet and it would hurt 
our revenues.” says the bead 
of equities at a French 
investment hank in London. 
Adds Nick O’Donoghue. 
head of European equity 
sales at J.P. Morgan: “The 
principal market Ear German 
companies ts Frankfurt, and 
for FTench companies it is 
Paris, and that's not going to 
change in January.” 

European banks are cau- 
tious about making a sudden 
switch for three reasons: 

• Despite the moves by the 
London and Frankfurt 
bourses. Europe's stock mar- 
kets have different trading 
systems, settlement rules 
and trading hours. This 


diversity, argue the banks, 
makes a single European 
stock market impossible at 
the moment. 

• A mixture of cultural bias 
and inertia means that for a 
lot of European fund manag- 
ers. the focus will remain 
overwhelmingly domestic for 
some time (French institu- 
tions will not immediately w- 
sell lots of French shares to*-' 
buy. say Italian ones: change 
will be gradual). And for 
Switzerland and others, the 
rules requiring pension 
funds and insurances compa- 
nies to match liabilities and 
assets in each currency will 
limit their ability to invest 
freely in the euro-zone. 

# Not all of Europe's indus- 
trial sectors are genuinely 
cross-border activities. 
Industries such as banking, 
insurance and pharmaceuti- 
cals make a compelling case 
for pan-European status but 
the retail sector, and even 
telecommunications, which 
is beset by different regula- 
tory systems, do not. 

How quickly these obsta- 
cles are overcome depends 
on what happens to the pro- 
posed alliance of the Frank- 
fort and London stock 
exchanges. Unto tbe alliance 
is completed and is seen to 
enhance the trend towards 
sectoral investing, there will *• 
be little need for a complete 
overhaul of the rest of 
Europe's trading floors. “The 
centralised exchange will be 
a significant demarcation 
point in the argument for 
sector trading," says an equi- 
ties head at a German hank. 

But if the initiative is suc- 
cessful it will create an elite 
of pan-European companies, 
traded on a pan-European 
market by European traders 
appealing increasingly to 
pan-European investors - a 
prospect that one banker 
described as “nirvana”. 

It could also make 
Europe's single capital mar- 
ket more "Anglo-Saxon”. 
Argument rages over future 
European accounting stan- 
dards and transparency 
between those who favour ^ 
continental traditions and £ 
those who want more open 
American standards. The 
early involvement of so 
many US investment banks 
trading pan-European shares 
could well increase the pres- 
sure on continental Euro- 
pean companies to be less 
secretive. 
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Europe’s growing 
pains 


FT INTERVIEW ANTONIO FAZIO 


L ike the martyred saints 
whose Images decorate 
his magnificent Rome 
office, the devout 
Antonio Fazio, governor of the 
Bank of Italy, knows what It Is to 
make powerful enemies. 

While Italians politicians make 
ever-more partisan points about 
an economy that has recently 
qualified for Europe's single cur- 
rency. the 62-year -old central 
bank chief has stood above the 
fray and repeated an uncomfort- 
able message with unswerving 
conviction: Italy Is iH-prepared 
for the rigour of economic and 
monetary union. 

And while Wim Duisenberg, 
the president of the European 
Central Bank, and Hans Tiet- 
raeyer, his colleague at the Bund- 
esbank, insist that the ECB 
should be run by a powerful cen- 
tral executive body, largely 
immune from nations] pressures. 
Mr Fazio wants a looser arrange- 
ment in which national central 
banks retain a strong influence. 

Not that Mr Fazio is any less of 
an inflation-fighter than Mr Tiet- 
tneyer. Up until two weeks ago, 
he was still keeping Italian 
short-term rates at least two per- 
centage points above those of 
Italy's European partners, fear- 
ing a run on the lira and ignoring 
worries about Italy's sluggish 
growth rate. He has repeatedly 
warned ministers about the coun- 
try's unsustainable pensions lia- 
bilities, its huge tax burden and 
the dead weight of both of these 
on competitiveness. He has also 
discreetly protected the Italian 
banking system from takeovers 
by foreign predators, insisting his 
country's banks need time to 
restructure. 

Even now, just so days before 
Italy becomes a founder member 
of economic and monetary union, 
the governor is doubtful about 
how the country will perform 
once it has adopted the euro and 
the exchange rate weapon has 
gone. “We have bought tune." he 
says flatly. The country is enjoy- 
ing a virtuous circle of declining 
interest rates and lower interest 
payments on its debt. I hope 
structural adjustments can now 
be made, otherwise the circle will 
turn vicious. " 

Mr Fazio speaks his mind. As 
governor, he stands above the 
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In principle, the ambition of 
expanding the frontiers of the 
European Union to take in the 
new democracies of central and 
eastern Europe is absolutely cor- 
rect. It win reinforce their democ- 
racies. and bind them in to the 
market economies of western 
Europe. The sooner it happens, 
the better. But in practice, it is 
.. already clear that it will be a 
« long, hard slog - longer and 
” harder than the applicant 
countries would like. 

The launch of detailed negotia- 
tions at ministerial level with the 
six leading candidates in Brus- 
sels today is something of a 
token gesture. The seven “chap- 
ters” under discussion are sup- 
posed to be relatively un controv- 
ersial, to give the talks a fair 
wind for the future. The decision 
to press ahead has been deliber- 
ately taken by a majority of tbe 
15 EU member states, to give 
momentum to the process, and 
bring pressure to bear for other 
more difficult decisions to be 
taken. 

Those decisions are not on the 
negotiating table, bnt they 
include some of the toughest tra- 
ditional areas of internal EU dls- 
->k pute: sharing the budget burden, 
controlling spending (including 
on agriculture) and streamlining 
the decision-making process. 
Enlargement is inconceivable 
without progress on those issues. 
On top of that, a political solu- 
tion has to be found for Cyprus, 
one of the six Cast-track appli- 
cants. to settle the differences 


between its Greek and Turkish 
communities. A divided Cyprus 
cannot be allowed to bring its 
conflict into tbe heart of the EU. 

Starting tbe enlargement nego- 
tiations will increase the pres- 
sure. for solutions on all those 
fronts. But they have heen 
launched without any dear strat- 
egy on the part of the EU-16 over 
where they should end up. There 
is an urgent need for clarity, if 
the outcome is not to be delayed 
by interminable wrangling, to the 
disadvantage of all 

For a start, the EU should state 
unambiguously that its ambition 
is to open the door to all 10 cen- 
tral and east European appli- 
cants, as and when they are 
ready. That process cannot be 
held hostage by the conflict in 
Cyprus, for example, as Greece 
has threatened. It also means 
that institutional reform must be 
introduced on the assumption 
that there will be at least 25 
member states. It should not be 
introduced piecemeal. 

The EU members should also 
focus today on the critical area of 
how to deal with its future neigh- 
bours, such as Russia. Turkey 
and Ukraine. They must not be 
shut out behind a new iron cur- 
tain, cutting off tbe traditional 
ties they have had with the 
accession candidates, as the EU 
seems currently determined. If 
countries such as Romania and 
Bulgaria are also shat out there 
is a real danger that the hurdle of 
entry will become ever higher for 
them. 


Mr Mighty 
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The government allowed just 
three months for comments on 
its draft legislation to overhaul 
the regulation of the UK's finan- 
cial services industry. 

With such a short deadline, it 
is scarcely surprising that there 
has been little attempt to chal- 
lenge the underlying premise of 
the bill: the concentration into -a 
single Financial Services Author- 
ity of the regulatory and supervi- 
sory powers previously exercised 
by nine separate bodies over dif- 
ferent segments of the financial 
services industry. 

That makes it all the more 
important to get the details right 
in a bill which will create one of 
the mightiest regulators the UK 
has yet contemplated, with pow- 
ers to write its own rules, prose- 
cute its own cases and levy fines 
at its own discretion. 

As drafted, the financial ser- 
vices and markets bill is deficient 
in two main areas: accountability 

I and fairness. 

■ Accountability requires that an 
organisation with such unfet- 
tered powers over such a broad 
sweep of the UK economy should 
have a much stronger board to 
provide a proper internal coun- 
terbalance to the powers to be 
exercised by Howard Davies, the 
FSA chairman. 

The FSA is also answerable to 
the chancellor. The chancellor 
should be very clear that be is 
therefore answerable to parlia- 
ment for tbe authority he has 


created. When blame is assigned 
for the next supervisory failure, 
be should not escape. 

Fairness, on the other hand, 
requires a redrafting of the FSA's 
disciplinary processes, which cur- 
rently give those accused of 
wrongdoing few protections until 
after the authority has already 
decided to censure or fine them. 
Although the draft bill envisages 
a separate appeals tribunal run, 
like a proper law court, by the 
Lord Chancellor's department, 
legal protections should begin 
much further upstream. 

In these two areas, as in many 
others, the fault lies not in what 
the lull says, but in what is left 
unsaid. The government's inten- 
tion - to leave enough flexibility 
for tbe FSA to adapt to circum- 
stances - Is understandable. The 
powers entrusted to the authority 
are too sweeping for the financial 
services industry and the public 
at large to be asked to place so 
much trust in Mr Davies or. 
given bis propensity for changing 
jobs, his successor. 

The worst outcome of all, how- 
ever, would be if the government 
took these criticisms so much to 
heart that it dropped the bill 
from its legislative programme. 
Tbe interim arrangements under 
which the FSA is operating are 
unsatisfactory and must not drag 
on. Failure to include the bill in 
the Queen's Speech would dam- 
age both consumers and financial 
service providers. 


Hawk among the doves 


Italy’s central bank governor tells James Blitz why he 
believes the country is badly prepared for Emu 
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The governor spells out his 
concerns. First, the budget defi- 
cit Italy qualified for member- 
ship of EMU with a deficit of 2.7 
per cent of gross domestic prod- 


in timately connected worlds of uct for 1997. a remarkable 7.5 per- 


Italian politics and business in a 
way that has no parallel inside 
the country. Like the Pope, he is 
appointed for life. He can raise or 
cut interest rates alone, unen- 
cumbered by monetary policy 
committees or central bank coun- 
cils. Hie Bank of Italy remains 
one of the few Italian institutions 
untouched by political corrup- 
tion, although its image may 
have been tarnished in recent 
months by the revelation of its 
controversial S250m investment 
in Long Term Capital Manage- 
ment, a troubled US hedge fund. 
(Mr Fazio won't be drawn on the 
subject.) 


F or the past three years, 
Italian economic policy 
has focused on bringing 
the budget deficit under control 
so the country qualifies for Emu. 
Now that Italy looks set to be a 
founder member of tbe tingle 
currency, the principal concern 
of the politicians is to boost the 
country’s sluggish growth rate 
and reduce its high level of 
unemployment. 

Three times this year, the 
Treasury has downgraded its 
forecast for economic growth in 
1998. The Treasury said last 
week it was now improbable that 
this would reach. 1-8 per cent this 


centage point reduction over the 
past six years. But, as Mr Fazio 
notes: “Five of those percentage 
points are due to lower interest 
payments on the debt." The 
implication is that little, if any- 


wbat is effectively a hard money 
standard, the failure to create 
more flexibility will lead to 
reduced employment." 

Many industrialists would 
argue that it is Mr Fazio’s adher- 
ence to a tight monetary policy 
that has kept the unemployment 
rate high. But Mr Fazio argues it 
was the central bank's tight hold 
on the money supply which gave 
Italy the credibility it needed to 


labour markets. “There is more 
attention to this now,” Mr Fazio 
says. “The prime minister has 
stated clearly that the issue at 
stake is not simply how to boost 
GDP but how to boost employ- 
ment" 

Mr Fazio's concern over the 
policies of the new government 
in Italy are growing more acute 
because, in 50 days' time, he will 
be defending these policies 


thing, has yet been done to bring, join the euro. “I delivered the ..within, the European Central 


about structural cuts in current 
expenditure, especially in areas 
such as pensions spending. 

Second, the rigidity of Italy’s 
labour market Wage levels in the 
Italian public and private sectors 
are still set nationally, with no 
regard to regional variations in 
productivity. “We need more flex- 
ibility in both sectors," he says. 
“Now that we are moving to 


right dose of hawkishness for 
Italy given tbe circumstances of 
our past” he says. 

Mr Fazio is hopeful that tbe 
problem of labour market rigidity 
will now be tackled by Massimo 
D’Alema, the ex-C-ommunist who 
became prime minister last 
month. Mr D’Alema indicated in 
his first speech to parliament 
that he intends to liberalise the 


Bank council. 

Like most of his fellow gover- 
nors across Europe, Mr Fazio is 
preparing for his future as a 
member of the 17-person ECB 
council, which will decide mone- 
tary policy for the euro. With this 
hat on. he is worried that the 
new centre-left governments in 
Europe are discarding the need 
for structural adjustments, in 


No easy job to create jobs 


year. Confindostria, tbe employ- 
ers' federation, is forecasting 
that growth will be 1.5 per cent, 
among tbe lowest of the 11 states 
forming the euro. 

The good news for Italy Is that, 
despite lower then expected 
growth, the cost of servicing its 
debt (by far the largest In value 
terms in the new euro-zone) has 
come down in recent years. 
Growing confidence that Italy 
will qualify Tor Emn and the 
flight into government bonds 


during the recent financial crisis 
has significantly reduced the 
yield on Italian government 
bonds. The Treasury is still on 
target to reduce Italy's debt from 
12] per cent of gross domestic 
product to 107 per cent by 2001. 

The bad news is that the unem- 
ployment rate is still above 12 
per cent and. on current policies, 
there is little likelihood of a sig- 
nificant reduction In the next 
few years. In its latest analysis 
of the economy, Centro Europa 


Ricerche, a prominent economics 
thinktank, forecasts that 
national unemployment will still 
be at 11.7 per cent iu 2001. 

Unemployment could be 
reduced if Italy could cut the tax 
burden on companies and Indi- 
viduals that helped it get into 
tbe euro In the first place. But 
this, in turn, would require sig- 
nificant cutbacks in the gener- 
ousstate pensions payouts. The 
idea is a political minefield and 
has therefore been Ignored. 
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Saving ’he planet from 
overheating was never going to 
be easy. Alter the agreement in 
Kyoto in January on a timetable 
for curbing greenhouse gas emis- 
sions, 17U nations are now con- 
fronting tie complexities of how 
H should be done. 

The Kyoto protocol envisaged 
an average cut of 5.2 per cent in 
industrial nations' greenhouse 

gas emissions in the 20 years 
from 1990. But the price of this 
agreement was the use of general 
ur ambiguous wording to bridge 
differences. These are now being 
explored in detail at the fourth 
Conference of Parlies in Buenos 
Aires, which ends on Friday. 

The most important issue is 
the role of global trading in emis- 
sions quota certificates. _ Estab- 
lishing a credible system is vital, 
it only to keep the US on board. 
This system would allow the 
advanced economies to meet 
their targets relatively painlessly, 
by buying quotas from less effi- 
cient energy users. 

Some progress has been maae. 
on Thursday, tire independent 
International Emissions Trading 
Association will hold its inaugu- 
ral meeting under UN auspices In 
Buenos Aires. It hopes to be 

ready fur a formal launch of a 
market in in years time. Thcre 
are. however, formidable difncui- 
tics aliead. Foremost is tbe quefr 
tion d! how emissions quotas 
could be allocated fairly. A am- 
ple per capita quota will hardly 


be accepted as fair, considering 
the huge disparity in carbon 
dioxide emissions. Per capita pol- 
lution in the US. for example, is 
some 16 times that in India. But 
setting quotas relative to existing 
energy c onsump tion would pro- 
tect inefficient polluters. Some 
compromise is needed. 

Then there are suspicions that 
the US wants to use a trading 
system mainly to buy certificates 
for pollution cuts in Russia. But 

Russian emiss ions are likely to 
fall by some 25 per cent from 1990 
to 2010, simply because of a con- 
traction of the economy. 

Critics of the US approach, par- 
ticularly in the EU. have said 
that emissions trading should 
account for no more than half a 
country’s target reduction. There 
Is some force in this view: curb- 
ing the use of gas-guzzling cars 
in the US. or preventing the flar- 
ing natural gas in Canada must 
be part of any sensible plan for 
controlling emissions. 

If the scientific consensus is 
right, deep long-term cuts in the 
emission of greenhouse gases win 
be needed over many decades. 
Hiis process cannot be costless. 
It makes economic sense to 
tackle the easiest tasks first, 
wherever they are. A trading sys- 
tem could greatly help to achieve 
this.'. But if such a system is to be 
politically acceptable, all nations 
bust be seen to be carrying their 
share of the burden, not simply 
buying their way out of trouble. 


A heady brew 
in Basle 

The good burghers of Basle 
could be a mite miffed with the 
top brass at Ciba Specialty 
Chemicals. In their rush to merge 
with Clariant, a slightly bigger 
competitor, they have ditched 
one of the most famous names 
in world chemicals. 

In 1859, Frenchman Alexander 
Clave! moved to Basle and 
established a dyeworks called 
the Geseltechaft ftir Chemtsche 
Industrie im Basle, or CIBA. By 
1900 it was the biggest chemical 
company in Switzerland, The 
name survived fine 1970 merger 
with Geigy to create Cfba-Geigy 
and even the recent get-together 
with Sandoz to create life 
sciences giant Novartis; Ciba 
Specialty Chemicals was spun 
off last year. 

But the new group, which will 
be twice the size of its closest 
global competitor, has deckled 
to adopt Clanant’s rather 
anonymous handle. Ciba’s 
spin-meisters point out that 
Ciba's logo, a mufti-cotoured 
butterfly, will grace the new 
corporate letterhead But the 
Ciba name has been ditched. 

Novartis, it seems, still retains 
the rights to the fine old trite and, 
in a case of change of control, 
could have demanded SFr200m 
to hand it over. Rolf Meyer, 

Ciba's hard-charging chairman, 
must have decided it wasn't a 
price worth paying, If he'd been 


a chemist rather than an 
accountant he might have 
thought otherwise. 

Royal progress 

“Shall we dance?" asked Yul 
Brynner In the 1954 musical The 
King and I. Audiences loved It 
and now Hollywood wants the 
King of Siam and his English 
governess to put their best foot 
forward once more - on location 
In Thailand. The snag is that the 
Thai authorities don’t like the 
script that's been presented by 
20th Century Fox. Three weeks 
of negotiations and re-writes 
have failed to break the 
deadlock. 

The Thai film board first 
I objected to the Fox script last 
1 month, claiming that it was 
historically inaccurate and 
insulting to the Thai monarchy. 
Since then scriptwriter Laurence 
Blender has been hunched over 
his typewriter - but all to no 
avail. Yesterday the Thai 
authorities gave the new 
narrative a right royal 
thumbs-down. They say it is still 
biased in favour of Victorian 
governess Anna Leonowens, a 
rest-life Brit invited to teach 
English to the children of one 
King Mongkut The king, a 
Buddhist scholar and a linguist, 
isn't shown in the best light. 

There’s still talk of compromise 
and Fox is free to submit another 
script But time is running out 
Looks like Oscar winner Jodie 
Foster and leading man Chow 


Yun Fat, a big name in Hong 
Kong cinema, will have to 
perform their schmaltz waltz 
elsewhere. 

Hungary for more 

Giant western-style shopping 
malls aren’t universally popular in 
Hungary. Sandor Lezsak, leader 
Of the Hungarian Democratic 
Forum, said recently that 
Budapest was circled by retail 
multinationals - just as rt was 
once surrounded by Soviet tanks. 

Inflammatory stuff from a 
politician whose party is part of 
Hungary's ruling centre-right 
coalition. No surprise that the 
government pointedly failed to 
respond - except to point out 
that yesterday's $200m package 
to revitalise state-controlled bank 
Postabank had an unexpected 
source. International retailers like 
Auchan, Tesco and Metro pay 
their taxes more promptly, H 
seems, than the small traders 
they replace. 

Flight of fancy 

Talk about a polished performer. 
SC Johnson Wax chairman Sam 
Johnson is flying 7,500 miles 
from the company's Wisconsin 
headquarters to Brazil. But 
Instead of travelling business 
class he's spending four weeks 
coopecf-up inside a replica 1930s 
Sikorsky seaplane. 

The flight re-enacts a 
pioneering journey made by 
Herbert Johnson, Sam’s father. 


In 1935. just eight years after 
Charles Lindbergh first flew the 
Atlantic, Johnson senior took a 
couple of company executives 
and a botanist to look at 
camatiba palms in their natural 
habitat His interest wasn't purely 
scientific: the camauba palm 
produces the world's hardest 
natural wax, a fact of some 
interest to the paragon of polish 
manufacturers. 

Sam Johnson, accompanied by 
sons Curt and Fisk, left the 
company's headquarters on 
October 22 and is scheduled to 
touch down in Fortaleza, Brazil, 
next Tuesday. Ail three Johnsons 
are keen pilots. But their 
twin-engined plane is a flying 
tortoise compared with modem 
executive jets and can't stay in 
the air for more than three hours 
between fill-ups. 

Much razzmatazz is planned 
for their arrival, together with 
donations to local environmental 
charities. Fortaleza is where old 
Herbert set up his first palm 
plantation, an old-fangled version 
of what's now known as 
sustainable development. 


Full Marx 


France Telecom is leaving no 
Stone unturned in its search for 
investors wilting to participate in 
the second tranche of its partial 
privatisation. Yesterday's 
advertisements publicising the 
share offer included a four-page 
spread in L’Humanltd, the French 
Communist party newspaper. 


favour of the rapid fix of interest 
rate cuts. 

In recent days, the Dew Ger- 
man government has called on 
the Bundesbank lo rut tbe euro 
benchmark rate, currently at 3.3 
per rent. Mr Fazio is disapprov- 
ing; his sympathies clearly lie 
with his fellow central bankers, 
“ft Is one thing to reduce interest 
rates from 7 per rent to 5 per 
cent. But when you reduce them 
from -1 per cent to 2 per rent, the 
multiplier effect un the economy 
is vert’ low,” he says. 

He also opposes all calls Tor a 
revision uf the stability pact, 
which sets strict budget deficit 
targets far all members of the 
Euro-11. "We cannot touch it.“ he 
says. He Is critical of calls (led by 
Mario Monti, one of Italy’s two 
European Union commissioners) 
for infrastructure investment to 
be excluded from the calculation 
uf national budget deficits. “To 
make room for public sector 
investment, you must first 
reduce current expenditure." he 
explains. 

However. Mr Fazio’s role in the 
ECB council will be far from 
straightforward. The fact that 
Italy's economy is growing at a 
far sluwer rale than the rest of 
Europe means he will have to 
fight harder than other remit ties 
to ensure tbe "one size fits all" 
interest rate suite Italy as well ns 
others. 

This is perhaps why Mr Fazio 
is seen as an advocate of n more 
decentralised European Central 
Bank, and a potential adversary 
to those who would like to see 
the creation of a strong ECB with 
its own identity. The latter want 
the ECB's six-person executive, 
led by Mr Duisenberg, to be the 
key body, not subservient to the 
11 national central banks which 
decide policy. 

Against that view. Mr Fazio 
insists that “subsidiarity is the 
principle by which every thing 
that can be decentralised must be 
decentralised. This is the basic 
principle, even of the Maastricht 
treaty." Mr Fazio repeatedly 
refers to the Frankfurt-based 
organisation not as the European 
Central Bank but as the wider 
institution of which the bank is 
part, the European System of 
Central Banks. 

“All of us must vote {in the 
policymaking council] in tbe 
interests of the European area as 
a whole. But it is important to 
remember that tbe credibility 
and strength of tbe council 
derives from the credibility and 
strength of the national central 
banks themselves." 

Mr Fazio likes to think of Urn- 
self as the loyal servant 
entrusted with taking Italy into 
Emu, not unlike the painting in 
his office, which depicts St Chris- 
topher carrying the infant Jesus 
across a river. Once he has 
reached his goal, however, Mr 
Fazio says he will not give up 
custody of his charge. The baby 
will remain his responsibility. 


Instead, Massimo D'Alema's 
new government, appointed a 
few weeks ago. is banking on 
forging a new “social contract" 
between employers, trade union- 
ists and other social partners. 
Ideally, this would require 
unions to accept greater flexibil- 
ity in wages, while employers 
agree to reduce profit margins 
and plough more cash into infra- 
structure investment. Round 
table talks - known in Italy as 
concertazione - have already 
started on this, but few people 
are predicting a speedy result. 


100 years ago 

Funerals For The Dead Drunk 
A prospectus from Ireland 
announces the formation of a 
company to take over and run 
a couple of hotels in 
Cookstown. In the very heart 
of this thriving metropolis of 
some 4,000 souls rises the 
Stewart Arms Hotel, which the 
Company is to take over. 

There is a feature connected 
with this hotel which possibly 
makes it unique everywhere 
except in Ireland. Among the 
many departments carried on 
therein are not only a number 
of retail oars Out also a funeral 
undertaking business. The Irish 
landlord recognised in a 
practical way the close 
connection that exists between 
public houses and funerals. 

The great convenience of 
having all the appliances at 
hand for burying a person who 
gets dead drunk an your 
premises is obvious. 

50 years ago 

LMJ. And Latin America 
M. Camille Gut, managing 
director of the International 
Monetary Fund, leaves this 
week-end for an extended tour 
of Latin America, where the 
continuing inflation is causing 1 
concern to the Fund, . 
especially since current i 

exchange policies in many of 

these countries are ill adapted i 

to realities. I 
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Exuberance exhumed 


Call it the flight from quality. US 
corporate bond spreads have narrowed by 
a quarter since early October; emerging 
market bond spreads by more than 40 per 
cent since late September and the US 
stock market has jumped H per cent in 
the past month. The Flip-side has been a 
50 b asis point increase in Treasury yields, 
which had been the beneficiary of inves- 
tors' earlier panic. 

A return of confidence was appropriate. 
One month ago. investors were overly pes- 
simistic, pricing in deflation and global 
meltdown. Since then, interest rates have 
fallen in the US and Europe, there has 
been progress on reform in Japan and 
Brazil and some deleveraging by hedge 
funds. The US economy also put in a 
robust showing in the third quarter. 
Given the speed and strength of the rally, 
however, the danger is rapidly becoming 
excessive optimism. Some corporate bond 
spreads narrowed by 30 basis points last 
week - more than they usually move in a 
month. And US equities are only 5 per 
cent below their July peak. Yet the econ- 
omy is clearly slowing and the earnings 
outlook, particularly for manufacturers, 
has deteriorated sharply. 

Bulls point to further interest rate cuts 
by the Federal Reserve, starting next 
week. Given the risks to growth and qui- 
escent inflation, this still looks likely. But 
with liquidity returning, there is less pres- 
sure on the Fed to ease aggressively. It is 
time for the markets to take a breather. 

Ciba/Clariant 

Haw neat. First Ciba and Clariant's par- 
ents get together to form Novartis, now 
the former offspring are following suit 
The similarities between the two Swiss 
speciality chemicals groups were so clear 
when Ciba’s demerger was announced 
that it was described as Clariant Mark 2. 
Now. with chemical prices sagging and 
customers wanting a global service, the 
deal's industrial logic looks unimpeach- 
able. 

But it needs more than Cine strategy' to 
create value, as Ciba should know from 
questions about the high price it paid for 
Allied Colloids. 

On the one hand, the two companies are 
to be praised for acting quickly to address 
pricing pressures and slower growth in 
their markets. On the other, this merger 


Ciba/ Clariant 

Ciba share price relative to the Oarrani share price sncn 
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will make it conveniently difficult to 
judge both companies' progress on then- 
last big deals. Clariant, for instance, has 
yet to deliver tbe full benefits of its take- 
over of Hoechst’s speciality chemicals 
business. 

So will the pair do better together? They 
ought to. but the challenge is consider- 
able. Ciba brings a hefty SFrSJibn net 
debt to the party. Tbe combined total of 
close to SFiSbn should be reduced to push 
Interest cover comfortably above four 
times. Promised savings of SFr400m by 
2001 should be exceeded, especially as 
they are costing twice that to achieve. 
Management needs to be melded and 
motivated. Ciba has the edge at the top: 
much depends on Rolf Meyer living up to 
his reputation. 

German restructuring 

To judge from the slew of impressive- 
sounding restructuring programmes from 
the likes of Viag and Siemens, Germany 
had better get used to the sound of the 
falling axe this winter. 

The prospect of shareholder value- 
minded managers using the worsening 
trading environment to push through 
difficult and long-awaited cost-cutting 
measures has helped to propel the Dax 
skywards again. Although still 
23 per cent below its July peak, it has 
rebounded 22 per cent from its low just 
one month ago. But with expectations of 
1999 earnings growth now halved to 
around 7 per cent, the worry is that inves- 
tors are banking on a more sweeping eco- 


nomic transformation than is actually oo 
the cards. 

Long-term trends towards greater reli- 
ance on capital markets over banks, open- 
ness in accounts and rationalisation in 
pursuit of shareholder valoe seem well- 
established. But with Increasingly immod- 
erate unions banking on a red-green coali- 
tion to reverse the few supply-side 
reforms of the Kohl era. executing the 
promised programmes will require real 
management grit. In cases such as Sie- 
mens'. sceptics can point to the magni- 
tude of the task ahead and to past targets 
that have slipped unlamented. Tbe advent 
of the euro will certainly bring the disci- 
pline of .the capital markets to bear and 
rouse a somnolent market for corporate 
control. But to justify current expecta- 
tions much blood will have to Dow first 


British Airways 


Politics are not British Airways' strong 
suit. But the signs are it has learned 
something from the last two years of 
haggling with regulators, namely, to start 
with modest ambitions. It has traded its 
alliance with American Airlines for a far 
less ambitious code-sharing deal 

But its scaled-back aims may have a 
silver lining. The last thing BA. wants 
right now is a big-bang opening up of 
Heathrow to more US airlines - tbe price 
of regulatory approval for the alliance. 
The company is under enough pressure 
from falling yields as it is. An extra 10-15 
per cent of capacity on transatlantic 
routes would be truly destructive to prof- 
itability. 

Of course, BA's robust negotiating tac- 
tics are its trademark. The company 
believes tbe US authorities cannot block 
its proposal of a limited code-sharing deaL 
This is no way to make friends in Wash- 
ington. BA may have precedent on its 
side, bat its assumptions have been wrong 
before - hence the present stand-off. And 
the US authorities are surely in no mood 
to give BA an easy ride, now that the 
prospect of opening up Heathrow to US 
airlines has been put back. In the mean- 
time, BA has been sensible in cementing 
both its own and American Airlines* rela- 
tions with a web of other airlines, such as 
Cathay Pacific. This will help offset the 
competitive damag e that rival alliances 
are causing. 
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FT WEATHER GUIDE 


Europe today 

Much of Scandinavia and the 
Baltic states wiB have snow, but it 
will bocome milder in the south, 
with snow turrHng to rain. Eastern 
Europe will have ram preceded by 
snow. Ram in central areas wiH 
move into the Balkans, followed by 
somshmo and showers, some at 
them heavy. North-west Europe 
will have sharp showers at fast, but 
these win dear later. Northern 
parts ol the Ibenon peninsula and 
central and northern areas of Italy 
win have showers. Much ot the 
Mediterranean will stay dry. but 
thundery showers are likely around 
the Levant. 

Five-day forecast 

Western Europe will have rain 
tomorrow. This will spread across 
central and eastern areas before 
moving through the Balkans and 
the eastern Mediterranean, where it 
wfll turn heavy and thundery by the 
weekend. Cold air over 
Scandinavia will spread south, wfl h 
northern areas turning wintry. 
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Former Venezuelan coup 
leader in big poll gains 

Investor confidence hit by election success of left-wing alliance 


By Raymond Cofifi in Caracas 

Investor confidence in Venezuela 
was crumbling yesterday following 
congressional and governorship elec- 
tion victories by the party alliance 
backing the presidential campaign of 
Hugo Chavez, the former coup 

leader. 

With nearly 70 per cent of Sun- 
day's vote counted, the left- 
leaning Polo PatriOtico grouping 
won an estimated 34 per cent of con- 
gressional seats as well as seven out 
of 23 governorships. The recently 
assembled PP is now the largest 
force in congress and its success 
marks a break-up of the country's 
political system. 

But the alliance faces staunch 
opposition in congress with few pos- 
sibilities of forging a coalition. The 
populist Mr Chavez has provoked 
fears of unconstitutional rule and 
cfvfi unrest by pled g in g to call for a 
constituent assembly to replace con- 
gress if he wins the presidential vote 
on December 6. 

The social democratic Accidn 
Democr&tica and the Christian dem- 


ocratic Copei parties, which have 
governed for 40 years, appear to 
have won only 22 per cent and 1 1 per 
cent of congressional seats. The 
party of Henrique Salas, second in 
opinion polls for the presidency and 
favourite of the business commu- 
nity. secured only one governorship 
and an estimated 12 per cent in COO- 


Mr Ch&vez's populist rhetoric and 
pledge to crack down on 
corrupt politicians may have 
captured ranch of the anti- 
establishment vote but the Caracas 
stock exchange fell -L3 per cent on 
the results in morning trading. Tbe 
bine-chip Electriddad de Caracas, 
tbe largest private power company, 
dropped 8 per cent 

"We knew [electoral] results were 
going to be bad, but this is worse 
than we expected." said Miguel Octa- 
vio, of Bancaracas brokerage in Car- 
acas. "There is no way to stop 
Chdvez now.” 

Venezuela's benchmark Global 27 
bond fefi 4 A points in early trading 
in New York, but had recovered 
slightly by noon. “The market has 


not yet folly discounted ChAvez" 
says Joyce Chang, emerging markets 
debt strategist with Merrill Lynch In 
New York. Tnvestais are nervous 
and there is concern about his idea 
to shut down Congress.” 

One New York-based investment 
banker said it was worrying that 
“Chavez won an important oil produ- 
cing state such as Zuha**. Venezuela 
is one of the world's main 00 export- 
ers and foreign in rest ms are con* 
mittinff tens of billions of dollars 

an aggressive expansion plan. 

“We are concerned that ChAvez 
would be very interventionist with 
PDVSA [tbe state oil company]," 
said Nancy Northrop, vice-president 
with Alliance Capita], an investment 
fund. “He could stall privatisation 
and win use populist measures to 
meet the demands of his constitu- 
ents," she said. 

Aurelio Concheso, director of 
Fedecamaras, tbe influential indus- 
try federation, said: “This guy is 
going-to be bad news for Venezuela. 
He will attempt by trial and error all 
the populist economic policies we 
already know do not work." 
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Fund managers predict euro 
will soon rival strength of dollar * 
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By Edward Lace in London 

Global fond managers now believe 
the euro will be a strong currency in 
relation to the US dollar and will 
soon rival the dollar as tbe preferred 
currency for debt issuance. 

These findings, contained in a 
report issued by Deutsche Bank 
today, stem from the largest survey 
yet conducted on global investor 
views on Europe's future single 
currency. 

“Investors were worried that a 
broad European monetary union, 
which included Spain and Italy, 
would mean a weak euro.” said Ifty 
Islam, a senior economist at Deut- 
sche Bank. “However, this view has 
altered sharply." 

Economists say the change in atti- 
tude towards the euro has come with 
the realisation that the euro zone 
will bare a large structural trade 
surplus - estimated at SlOObn. or 
1.5 per cent of the euro zone's gross 
domestic product. 


The US, by contrast, is expected to 
record a trade deficit of about Sl40bn 
in 1998. Italy and Spain regularly 
post trade surpluses, indicating then- 
membership of the . first wave of 
Emu could help strengthen tbe 
exchange value of the future single 
currency. 

In addition, the European Central 
Bank is expected to take a more 
hawkish stance on inflation than the 
US Federal Beserve, . implying that 
monetary policy win he tighter in 
the euro zone than In the US. accord- 
ing to Deutsche Bank. 

A total of 193 global foods, includ- 
ing a number of central banks, took 
part in the survey, representing 
$7,500bn worth of funds, or about 
25 per cent of total worldwide funds. 

A large majority of US fond man- 
agers. with collectively almost 
$ 2 , 000 bn worth of funds under man- 
agement, said the euro would hare a 
strong exchange value vis a vis the 
US dollar. 

In addition. 73 per cent of the 


investors polled, including a major- 
ity of US fond managers, said the 
euro would rival the US dollar as the 
preferred currency for debt issuance 
within fire years. 

As central hanks are among the 
main investors in bonds, this implies 
that the euro could also rival tbe US 
dollar as a reserve currency by 2003. 
At the moment, about 50 per cent of 
all international bands are denomi- 
nated in US dollars, compared with 
about 25 per cent in euro Zone 
currencies. 

The report suggests, however, that 
the growth of a broad. US-style 
corporate bond market in Europe 
could fab* longer than many have 
anticipated. jv 

More than 50 per cent of the funrfc* 
polled, of which about half were 
located within the euro zone, said 
regulations prevented them 
from baying securities rated below 
single A by Standard & Poor's and 
Moody’s Inrestore Service, the rating 
agencies. 
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Commerzbank breaks new ground 

Commerzbank of Germany has broken new 
ground by persuading investors to take over the 
risk on a targe portion of Its loan portfolio with- 
out knowing the Identity of the borrowers. It 
said the Insurance policy on the “Wind poor of 
assets was a useful risk diversification tool, as it 
did not harm relations with borrowers. Page 24 

Jakarta rollercoaster rolls on 

Indonesia's stock market has been taking a 
rollercoaster ride and analysts warn that test 
^week’s recovery of 17.6 per cent might be 
■fWjdone just as quickly if political unrest under- 
mines fragile Investor confidence. The market's 
surge may look Impressive, but a rally in Sep- 
tember and October, which took prices up 76 
per cent, quickly lost momentum. Page 36 

Canada tightens stock regulation 

The Vancouver stock exchange was named In 
1389 “scan capital of the world” by Forties 
magazine over its stock manipulation by insid- 
ers playing In thinly traded Issues. Canada's 
provincial bowses are vulnerable because of the 
high proportion of volatile mining stocks listed 
and the fact that regulators work on a regional 
rather than national basis. But they are now co- 
operating In what they term a "virtual national 
securities commission". Page 20 

Kenyan sugar takes a beating 

Up to 1.5m Kenyans are dependent on a sugar I 
industry facing its worst crisis for years. Traders 
are estimated to have evaded import duties on 
90,000 tonnes of sugar in toe first eight months 
V toe year and a former minister Is facing 
tin port fraud charges. Meanwhile, the east Afri- 
can state's seven sugar companies are saddled 
with 80,000 tonnes of unsold stock. Page 26 

Bank to raise $9bn for Latin America 

The Inter-American Development Bank is to 
raise an additional $9 bn from global capital 
markets in the next two years to lend to Latin 
American sovereign casualties of the financial 
crisis, including Brazil. Page 24 

Battle for control of Brierfey 

The future of Brierfey Investments, Australasia's 
oldest and biggest corporate raider, will be 
decided today at what promises to be an acri- 
monious annua! meeting. A vote wffl decide who 
will run the New Zealand company. Page 19 

Dollar bounces against yen 

The dollar bounced up above the Y120 barrier 
but appeared to lack the momentum to break 
out of the range it has traded in for several 
geeks. It dosed in London at Y121.3, three yen 
*£her than on Friday. Page 25 

Metals prices forecast to drop 

London Metal Exchange-traded metals prices 
wiH continue to fall next year, with nickel worst 
hit, according to the research team at Billiton 
Metals, the UK mining group being sold to 
Meta/lgeseUschaft of Germany. Page 26 


Fiat and Renault in foundry tie-up *££* 

Car groups plan to create leader in automotive components with annual sales of $2bn jj| favour, 
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By Paid Betts In Mian 
sod David Owen in Parte 

Flat of Italy and Renault of 
Prance are to merge their 
foundry activities to create a 
world leader in automotive 
components with annual sales 
; of L3300bn ($2bn). 

Under the agreement - the 
latest consolidation in the sec- 
tor - Fiat’s Teksjd steel and 
metals subsidiary will absorb 
the bulk of Renault's foundry 
business. 

Financial details were not 
disclosed, but the two automo- 
tive groups said Teksid would 
launch a capital Increase 
reserved for Renault, under 
which the French company 
would acquire a 33J> per cent 


stake in the enlarged Teksid 
with Fiat holding the remain- 
der. 

The foundry deal is Anther 
confirmation of the close ties 
developing between Fiat and 
Renault This year the two 
companies decided to pool 
their bus manufacturing 
operations in a Jointly held 
company. 

However, Renault said yes- 
terday the deals did not “pre- 
figure a global rapprochement 
or alliance with Rat”. 

The agreement is the latest 
example of Fiat's strategy of 
reinforcing its automotive- 
related activities through 
mergers, allian ces and acquisi- 
tions. 

For its 33.5 per cent stake, 


Renault will bring to Teksid 
four foundries controlled by its 
AT Syst6mes subsidiary. These 
include three French foundries 
and one Portuguese operation. 
The transaction does not 
include AT Systdmes’ Le Mans 
foundry. 

Renault will also bring to 
the table its aluminium 
foundry at Cleon, near Paris, 
as well as its metals research 
and development activities 
based in Paris. 

These activities employ 3.600 
people with sales of FFrSbn 
(3540m) and operating profits 
of FFri30.8m last year. 

Renault, still 44 per cent 
state-owned, said teaming with 
Teksid would enable it to enter 
many countries, rationalise 


purchasing and offer better 
terms to its clients. It said Tek- 
sid would also bring it techno- 
logical know-how in areas 
such as magnesium. 

Teksid. with 22 subsidiaries 
worldwide employing nearly 
12.000 people, reported sales of 
IA305bn and operating profits 
of L104bn last year. 

The two companies said they 
expected to see the enlarged 
group start operating in the 
first four months of next year 
pending approval by the Euro- 
pean Commission. 

They said the new group 
expected to see annual reve- 
nues grow from L3.300bn to 
L4,800bn over five years when 
they plan to invest about 
Ll.OOQbn. 


The market has long been 
anticipating that Fiat would 
seek a strategic alliance or 
merger tilth another car man- 
ufacturer. But both Mr Paolo 
Fresco, Fiat’s new chairman, 
and Paolo CantareHa, chief 
executive, recently reiterated 
the company was not in any 
merger negotiations over its 
core car activities. 

Fiat's other related automo- 
tive and industrial businesses 
have been engaged in 
alliances, acquisitions and 
mergers. 

Magneti Marelh, Fiat’s car 
components subsidiary. ; 
recently forged a strategic alli- 
ance with Midas, the Chicago- | 
based car repair and service . 
group. 
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Washington STREAMLINING COMES AS GERMAN CONGLOMERATE ANNOUNCES 17% RISE IN EARNINGS 

threatens Viag disposals . . r 
airline leave foCUS 011 V 8 V* 

Hnk-np plan industrial base 



By Michael Skapinkar, 

Aerospace durespomfent 

British Airways is heading for 
a dash with the US over its 
plans for a scaled-back alliance 
with American Airlines. 

Robert Ayling, BA chief 
executive, insisted yesterday 
the company had the right to 
conclude a code-sharing deal 
with American under Bermuda 
n, the bilateral UK-US air 
agreement. 

However, a US official 
warned that the US would 
block any code-sharing, under 
which BA and American 
would sell seats on each oth- 
er’s flights, unless London’s 
Heathrow airport was substan- 
tially opened to competition. 

The clash came as BA 
announced half-year, pre-tax 
profits down 10.5 per cent to 
£385m ($65lm). Profits were hit 
by a 43 per cent drop in yields, 
or the amount passengers pay 
per kilometre. 

The fall was due to a decline 
in the proportion of first and 
business class customers and 
price competition for economy 
passengers. The shares closed 
unchanged at 40Sp. 

BA said it would achieve 
savings of £600m this year as 
part of its plan to reduce costs 
by £lbn by 2001. Last year’s 
result was distorted by the 
cost of a cabin crew strike and 
profits from the disposal of 
BA’s stake in US Airways. 

Earnings per share were up 
7.3 per cent to 30.9p and BA 
raised the interim dividend 8.5 
per cent to 5.1p. Turnover rose 
6 per cent to £4.7bn. 

BA said last month that it 
bad scaled back plans for a 
fully fledged alliance with 
American because the price 
demanded by regulators in 
Brussels was too high. 

The European Commission 
has demanded that BA and 
American give np 267 weekly 
takeoff and landing slots at 
Heathrow and Gatwtck air- 
ports in return for approval of 
their link-up, which envisaged 
the joint setting of fores. 

Washington demanded an 
"open skies" agreement with 
the UK as a precondition for 
approving the alliance, which 
would open Heathrow to all US 
airlines. Under Bermuda 11, 
American and United Airlines 
are the only US carriers per- 
mitted to fly to Heathrow. 

BA said last month it would 
prefer Heathrow to be opened 
to competition gradually. Is 
return. It would settle for a 
code-sharing arrangement 
with American for four or five 
years. It would hope to receive 
antitrust immunity from the 
US, permitting the full alliance 
to begin operating when open 
skies came into effect at the 
end of that period. 

Mr Ayling said yesterday 
tfr fft BA and American were 
entitled to code share on 
flights beyond Heathrow and 
large US cities under the exist- 
ing agreement, although not 
on routes they both serve. This 
would mean, for example, that 
American could sell seats on 
BA flights from London to 
Johannesburg. BA could sell 
seats on American . flights 
within the US. 

However, a US official said It 
would refuse to allow code- 
sharing unless Heathrow was 
substantially opened. “The US 
is not going to took favourably 
on any significant cooperation 
between the two dominant 
players in a closed market,” be 
warned. 


By Ralph Alldns In Munich Nagel, the Swiss shipping 

group, would also be sold. 

Viag, the Munich-based Funds from the disposals could 
conglomerate with interests in be used to cut debt or finance 
power and telecommunica- acquisitions, 
tions, Is to streamline its actlv- Viag said it wanted to buy 
ities, disposing of logistics and out other shareholders in Gold- 
other businesses with annual schmidt, the speciality ehemi- 
aales of about DM15bn ($9bn) - cals business in which it has a 
some 30 per cent of group turn- 56 per cent stake. Goldschmidt 
over. would be brought under the 

The decision, which foOows wing of Viag's main SRW 
Siemens' restructuring Trostberg chemicals group, 
announcement, highlights the The restructuring plans 
i pressure on Germany's divers!- came as Viag announced a 
fied industrial groups to con- 17 per cent increase in pre-tax 
centrate their activities. earnings to DM2.6bn in the 

Viag said yesterday’s move first nine months of 1998. 
reflected logistics' relatively Adjusted figures, including the 
low profitability and poor fit sale of this year of Computer 
with the two “pillars" Identi- 2000, the personal computer 
fled for development by distributor, showed pre-tax 
Wilhelm Sim son, chairman, earnings up 14 per cent Sales 
These are: power and tele- were up 8 per cent at 
corns activities; and industrial DM39JSbn. 
holdings, covering chemicals, For 1998 as a whole, Mr Sun- 
aluminium and packaging son predicted a 5 per cent rise 
businesses. in operating results, including 

Mr Stinson said Viag would start-up losses of about 
be "a more focused conglomer- DM700m in telecoms. Viag 
ate” that would look to bal- Interkom, its telecoms joint 
ance earnings from its Indus- venture with British Telecom- 
trial and energy interests. muni cations of the UK and 

Viag would not put itself Telenor of Norway, was "out- 
under time pressure to divest stripping" expectations, Viag 



Witielm Simson, chairman, yesterday toughened Viag's opposition to 
Gorman government plans for withdrawing from nuclear power. 


logistics activities, but KlOck- 
□er, the steel trading business 
acquired in 1990. could be sold 
early next year - and certainly 
within three years. Viag’s 303 
per cent stake in Kfihne & 


said, but was not expected to 
break even until 2001. Viag 
shares yesterday rose DM24. or 
2 per cent, to close at DM1,155. 

Mr Simson toughened signif- 
icantly Viag's apposition to the 


German government’s plans 
for withdrawing from nuclear 
power, which accounts for 
55 per cent of the country’s 
generating capacity. Negotia- 
tions with the Social Demo- 
cratic/Green party administra- 
tion would become 
"impossible" if the govern- 
ment acted too hastily, he 
warned. 

Viag’s dependence on 


nuclear power makes it partic- 
ularly vulnerable to the new 
government’s energy plans. 

Mr Simson said; “We are 
entering these negotiations 
with an open and constructive 
attitude, but, bluntly speaking, 
we will not agree on a consen- 
sus at any price." 

Lex, Page 16 
Siemens upbeat, Page 18 


says survey 

By Jane Martinson In London 

Fund managers have turned 
bullish on the Japanese equity 
market in a sharp reversal of 
sentiment since the summer. 

A survey of 244 institutional 
investors with funds under 
management of more than 
$6,urobn carried out last week 
by Merrill Lynch, the US 
investment bank, and Gallup, 
the market research group, 
found that the Japan equity 
market has been promoted 
from least favoured to most 
favoured market in the past 
month. 

The number of buyers of 
Japanese equities outnum- 
bered sellers by almost 25 per 
cent. Ldst month, sellers pre- 
dominated. Pacific Basin equi- 
ties also enjoyed a rally in sen- 
timent. 

However, Trevor Greetham. 
global equity strategist at Mer- 
rill Lynch, said he was cau- 
tious about the improved senti- 
ment, which was largely based 
on the belief that a continued 
weak dollar would lead to 
lower interest rates in Asia. He 
questioned whether the dollar 
would remain weak. 

The survey found that fund 
managers have amassed par- 
ticularly high levels of cash 
and this has prompted big buy- 
ing of global equities. 

Tbe UK was the second 
favourite equity market, 
although there were more buy- 
ers than sellers of all leading 
stock markets. At the same 
time, US. continental Euro- 
pean and Japanese bonds all 
suffered a downturn in 
demand. 

Last month's US interest 
rate cut helped spark an 16 per 
cent rally in global stock mar- 
kets, the biggest one-month 
increase since the end of the 
Gulf war in 1991. 

Mr Greetham warned that 
this month’s optimism could 
be short lived as it was based 
on high levels of cash. "Liquid- 
ity-inspired rallies are pretty 
dangerous," he said. "They can 
rise very quickly and then 
reverse very quickly.” 

He added that there was "an 
aggressive mood to cut cash". 
In the US, the number of fund 
managers planning to invest 
cash outweighed those plan- 
ning to increase it by 33 per 
cent. Cash balances have 
already fallen to 5 per cent on 
average in continental Europe, 
compared with 7 per cent last 
month, while UK managers are 
bolding 7 per cent in cash, well 
above their five-year average 
of 4.5 per cent. 


Fleet Financial 
to buy Merrill 
specialist firm 


By John Anthers in Hew York to threaten the traditional 

— structure of the industry. 

The floor of the New York Merrill Lynch entered the 
Stock Exchang e is feeling tbe business only in 1987, when it 
tide of mergers and consolida- bought a firm that had run 
tion that has already flowed into difficulties in the wake of 
through the rest of the US that year’s stock market crash. 
ftnannai services industry. Merrill said tbe decision to 

Specialist firms - whose job sell bad nothing to do witb 
is making markets in Individ- capital requirements. It said: 
ual stocks, operating auctions "The business has little syn- 
and finding market-clearing ergy with our core equity busi- 
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prices - have seen a series of 
mergers in recent months that 
have required drastic alter- 
ation to the layout of the trad- 
ing floor, as newly united 
firms try to operate together. 

Yesterday’s announcement 
that Merrill Lynch, the large 
Wall Street brokerage, was 
selling its specialist business 
to Fleet Financial the Boston- 
based banking group, in a deal 
worth about il50m. continues 

tbe trend. 

It creates the second largest 
specialist firm, and means that 
only one full-service brokerage 
- Bear Steams - still has its 
own specialist firm. 

But consolidation may not 
be. enough to answer longer 
term questions about the via- 
bility of the industry. Stock 
market volatility, running at 
exceptional levels for several 
months, strains the companies' 
capita] base. Now that most 
firms are larger, any collapse 
of a specialist could Inflict seri- 
ous rtawtagf on tbe market's 
liquidity. 

| In addition, tbe advent of 
new technology, as exemplified 
! by last week’s completion of 
the merger of Nasdaq, a quote- 
driven market winch does not 
use the auction process, and 
,the American Stock Exchange, 
.-which is order-driven, appears 


ness. There's a trend towards 
consolidation within the spe- 
cialist industry, and we 
decided it would be an appro- 
priate time to divest as part of 
our efforts to focus on core 
businesses.” 

Its firm will be consolidated 
into JJC Specialist, a division 
of Fleet's Quick & Reilly bro- 
kerage. 

Gunnar Overstrom. Fleet’s 
vicechairman, said Fleet had 
examined the specialist busi- 
ness. and decided it liked the 
secular growth trends and the 
high returns on capital that 
were available. 

He said the deal was not 
intended to provide synergies , 
with other parts of the Fleet 
Group or to allow cost cuts, i 
Instead, he said that Fleet had 
decided to invest in the busi- 
ness. He said: “This is essen- 
tially to give us a bigger expo- 
sure to the specialist business, 
which we find offers very good 
long-term growth rates." 

He said the company was 
not concerned about the 
impact of new technology, 
pointing out that the New 
York Stock Exchange had 
already adopted many aspects 
of new technology within the 
auction market system. 

Merrill Lynch’s business 
employs about 6o people, 
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BANKING GERMAN AND ITALIAN GROUPS ANNOUNCE L 2 , 400 bn CROSS-SHAREHOLDING DEAL WITH A VIEW TO STRONGER GRIP ON BCI 


Generali and Commerzbank unveil alliance 


By Paul Betts in Milan 
and Tony Baber in Frankfurt 


Assicurazionl Generali. 
Italy's largest insurer, and 
Cumruerzbank. Germany's 
fourth largest bank, yester- 
day announced n L2.400bn 
( $1 .46bn i cross-shareholdi ns 
alliance aimed in large part 
al strengthening their grip 
on Banco Commercials Ital- 
iana. the privatised Milan 
banking group. 

Generali will pay about 
Ll.20nbn Tor a S per cent 
stake in Commerzbank, with 
the German bank paying a 


similar amount for a stake of 
nearly 2.5 per cent in the 
Italian insurer. 

The announcement coin- 
cided with a long-awaited 
BCI board meeting that gave 
the go-ahead for exclusive 
merger negotiations with 
Banca di Roma. 

Giuseppe Stefanel. a BCi 
board member, said the 
board had given its two chief 
executives the mandate to 
study a merger with Banca 
di Roma, which would create 
Italy's largest banking 
group. 

He added the board bad 


decided to suspend separate 
negotiations over a possible 
alliance with Turin-based 
San Paolo-IMl, currently 
Italy's largest banking 
group. 

Both Generali and Com- 
merzbank. which each own 
nearly 5 per cent of BCI. 
have favoured a merger 
between BCI and Banca di 
Roma, while Deutsche Bank, 
which recently acquired a 
4.5 per cent stake in BCI, has 
appeared to favour a deal 
with San Paolo-IMI. 

Commerzbank had become 
concerned by Deutsche 


Bank's move on BCI and had 
indicated in recent weeks 
that only one German bank 
should be represented on the 
Milan bank's board. 

At the same time, Deut- 
sche Bank had been seeking 
the support of other BCI 
shareholders, such as 
France's Paribas, to press 
the case for a partnership 
with San Paolo- IML 

Mediobanca, the Milan 
investment bank which is 
the largest shareholder in 
Generali, has also been 

actively promoting a BCT- 

Banca di Roma combination. 


Earlier merger efforts were 
blocked this year by Luigi 
Fausti, the BCI chairman 
forced to resign at the end of 
September. He has since 
been replaced by Luigi Luc- 
chini. who has supported a 
merger with Banca di Roma. 

Generali's 5 per cent stake 
in Commerzbank makes it 
the single largest share- 
holder in the German bank. 

The investment will 
strengthen the insurer’s 
presence in Germany, where 
this year it acquired a 65.7 
per cent stake in AMB, the 
German insurer, after losing 


The chemistry of attraction 
behind Ciba-Clariant merger 


Chemical combination 
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Growing competition has put a premium on size, and companies 
are focusing increasingly on added value, writes William Hall 


T he merger of Ciba Spe- 
cialty Chemicals with 
the slightly larger but 
less profitable Clariant is not 
only the latest step in the 
rapid consolidation or the 
global speciality chemicals 
industry. It is also another 
sign of the growing concen- 
tration of power in corporate 
Switzerland. 

For years, the big three 
Swiss pharmaceutical com- 
panies - Roche. Sandoz and 
Ciba - prided themselves on 
their independence. But fol- 
lowing the 1996 merger of 
Sandoz and Ciba into Novar- 
tis. the big three shrank to 
the big two. 

Now Ciba and Clariant. 
already market leaders, are 
merging to create a company 
which will have sales of 
SFrlSbn isi3bn). a staff of 
55.000 employees and 
operations in 120 countries. 
It will be more tban twice 
the size of the UK's Imperial 
Chemical Industries, its 
nearest global competitor. 

Increasing competition in 
the SlOObn-a-year global spe- 
ciality chemicals market, 
combined with a sharp slow- 
down in growth, has put a 
premium on size, and compa- 
nies are increasingly focus- 
ing on sectors where they 
can add value. 


Among recent deals. 
Hoechst sold its Herberts 
matings business to DuPont: 
ICI bought Unilever’s chemi- 
cals operation: and Rhone- 
Poulenc floated its chemi- 
cals. fibres and polymers 
activities in Rbodia. 

Clariant itself is still 
digesting last year's acquisi- 
tion of Hoechst's speciality 
chemicals unit, a business 
three times its size, while 
Ciba has just completed the 
SFr3.6bn purchase or Allied 
Colloids, of the UK. 

Many of the deals have 
been motivated by cost-cut- 
ting. The enlarged Clariant 
is promising SFrSOOm of 
annual pre-tax cost savings 
by the end of 2001. 

However. Rolf Meyer. 55. 
chief executive-designate of 
the new Clariant. stresses 
that the merger is not just 
another cost-cutting story. 
Only 3.000 jobs will go from 
the combined workforce of 
55.000. or 5 per cent of the 
total. He says the merger is 
driven by growing consolida- 
tion among customers such 
as DaimlerChrysler. 

"Our customers want to 
deal with global suppliers 
who can deliver performance 
and technical know-how on 
a global basis." says Mr 
Meyer. He also stresses that 


the SFr650m a year to be 
spent on research and devel- 
opment will give the 
enlarged group a competitive 
advantage in producing new 
products, such as new addi- 
tives to improve food pack- 
aging and new materials for 
the semiconductor industry. 

The two companies are 
cagey about their combined 
market share, which is 
bound to attract the atten- 
tion of various regulators. 
For the moment, they are 
saying only that they will be 
represented in 3fl of the 40 
segments of the global speci- 
ality chemical industry. 

The new Clariant will 
have five core businesses: 
additives and water treat- 
ments; cellulose ethers; pro- 
cess chemicals: fine chemi- 
cals; and colours. It has 
singled out several “growth 
platforms” in the area of 
water treatment, fine chemi- 
cals for pharmaceuticals and 
agrochemicals, as well as 
electronic chemicals. It will 
focus on high-value-added 
chemicals with innovative 
properties, effects and envi- 
ronmental solutions. 

Rolf Scbweizer, 68. Clar- 
iant’s chairman and chair- 
man of the enlarged group, 
says the two companies had 
spoken over the years but 
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serious negotiations began 
only six weeks ago. "Both 
companies increasingly 
faced the same opportuni- 
ties, difficulties and chal- 
lenges. Their financial tar- 
gets and growth strategies 
were moving closer together 
and their product portfolios 
were becoming increasingly 
complementary. 

"We can achieve our objec- 
tives faster and with less 
risk when we work 
together.” he added. 


The market's initial enthu- 
siasm for yesterday's deal 
was driven by the group’s 
commitment to boost operat- 
ing margins to 20 per cent of 
sales and grow revenues 
some 50 per cent foster than 
the underlying rate of world 
economic growth. Analysts 
also have a high opinion of 
Mr Meyer, a former Ciba 
chief financial officer. 

However, the new com- 
pany will be highly indebted, 
and both managements are 


untested in an economic 
slowdown. Clariant was 
spun off from Sandoz only in 
1995 and has yet to prove 
that its highly leveraged 
acquisition of Hoechst’s spe- 
ciality chemicals arm is a 
long-term success. 

Meanwhile, the credibility 
of Ciba's new management 
has been dented by failures 
in its performance polymers 
unit, which it now aims to 
sell, and the high price paid 
for Allied Colloids. 


These seeurWes having been ptmiouefysokf. this announcement appeata as a matter of reconi onljn 


Siemens upbeat 
on chip division 


By Graham Bowtey in Frankfurt 
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Siemens could be ready to 
launch the stock market flo- 
tation of its troubled semi- 
conductors business by late 
next year or in 2000, and 
believes further plant clo- 
sures are unlikely, according 
to Ulrich Schumacher, the 
division's chief. 

The division, which 
i ncur red losses of DM1 2b n 
19722m) last year after chip 
prices collapsed, could 
return to profit in Siemens' 
next financial year, which 
begins in October 1999. if 
chip prices recovered as 
expected, he said. 

In addition. Siemens was 
i unlikely to have to close its 
| semiconductor plant in 
| France, which is a joint ven- 
ture with International Busi- 
ness Machines, or its plant 
in Dresden. Germany. Mr 
Schumacher said in German 
press interviews. 

Heinrich von Pierer, Sie- 
mens' chief executive, 
announced last week that 
semiconductors would be 
spun off in a public offering, 
as the centrepiece of a wider 
restructuring to shed busi- 
nesses with sales of DMITbn 
and employing 60,000. 

However, there remained 


deep uncertainty about the 
timing of the flotation and 
the prospects for the 
division. 

Siemens was forced earlier 
this year to close its two- 
year-old, £l-2bn ($2bn) semi- 
conductor plant in the 
north-east of England with 
the loss of L100 jobs. 

But Mr Schumacher, who 
will head the new company 
when it Is floated, appears to 
want to push ahead with the 
flotation soon and is upbeat 
about its prospects. 

There would be a “clear 
reduction" in losses at the 
semiconductor business in 
the current financial year, 
which began In September. 
The division would be 
restructured into a self- 
standing company by early 
next year but no large job 
cuts were planned, he said. 
However. Siemens said there 
could be some “further 
capacity adjustments”. 

There had been specula- , 
tion that Siemens’ French 
plant would fall victim to j 
the downturn in semicon- 
ductor prices. But Mr Schu- 
macher said Siemens was 
discussing several solutions 
to the plant's difficulties 
with IBM and would come to 
an agreement soon. 
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A relaxation of French tax 

law may help France attract 

central treasury operations 
of multinational groups, 
according to corporate trea- 
surers. 

The move, announced last 
week, ends 15 years of lobby- 
ing by the Association Fran- 
caise des Tresoriers d’Entre- 
prise. an association that 
promotes the interests of 
corporate treasurers, to 
remove what it described as 
“fiscal inefficiencies” that 
deterred companies from 
centralising European trea- 
sury operations in France. 

“With the euro, a lot of 
! companies will move from 
having a number of treasury 
teams [across the EU] to 
having just one.” said 
Gerard Soularue, AFTE 
chairman. Companies with 
pan-European operations 


would have been more likely 
to locate those teams outside 
France, had the government 
not addressed its concerns. 

The AFTE has asked the 
government to rescind two 
tax laws. The first is a with- 
holding tax on interest pay- 
ments by French-based com- 
panies to related companies 
abroad. This made it costly 
to offset debtor accounts 
against creditor accounts 
held by companies in the 
same group. 

The second law caps the 
rate of tax-deductible inter- 
est charged between compa- 
nies, me aning a company 
lending to a sister company 
cannot charge a rate of inter- 
est that reflects the borrow- 
er’s creditworthiness. 

The relaxation would 
mean “more jobs in Paris, 
more business for hanks and 
more liquidity in the French 
market," $tr Soularue said. 
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the battle for AGF, the 
French insurer, to Allianz of 
Germany. 

Under yesterday’s agree- 
ment Generali and Com- 
merzbank will have a seat 
on each other's boards. Com- 
merzbank will also have a 
seat on the AMB board. 

For Commerzbank, one 
attraction of the accord is 
the size of the Italian insur- 
er’s operations in Germany, 
where it has almost 8 per 
cent of the market. This 
should allow the bank to 
offer its products to a wider 
range of customers. 


despite Russia 
loan exposure 


By Paul Betts in NBan 


Banca Nazionale del 
Lavoro’s Russian loan expo- 
sure may affect its full-year 
19SS earnings but the Italian 
hank still expects to meet its 
target of a 14 per cent return 
on equity in three years. 

Davide Croff, BNL’s chief 

executive, warned yesterday. 

at the start of the bank’s pri- 
vatisation road-show, that 
profits this year would be 
cut if it were required to 
increase its 26 per cent Rus- 
sian loan coverage ratio. 

This month, the govern- 
ment is selling Us 81 per 
cent stake in BNL. which 
has L1.152bn (S701m) of 
gross loan exposure towards 
Russia. 

However, Mr Croff empha- 
sised that BNL was less vul- 
nerable to external economic 
factors than others, because 
its strategy was to continue 
improving internal 
efficiency. 

“We have already acted on 
our cost structure and the 
re-organisation of our cen- 
tral management," he said. 

Mr Croff added that the 
bank’s strategy was to 
expand its retail banking 
operations, enhance asset 
management, and increase 
its operations in the coun- 
try’s small- and medium- 
sized company sector. 

After shedding 2,000 jobs 
in the last three years, the 
bank is planning an extra 


3,000 job cuts to reduce 
s taffin g levels by a further 

13 per cent 

The bank’s cost-to-income 
ratio without trading gains 
fell to 72.5 per cent tins year 
from 81 per cent last year. 

Adding trading gains, the 
ratio would fall to 55 per 
cent this year. Mr Croff said. ^ 
The target was to see. the T 
ratio excluding trading gains 
fall to 61 per cent by 200L 

Excluding extraordinary ; «• 
restructuring provisions, the' ' 
bank reported an adjusted s 
8 per cent return on equity/* 
in the first half of this year** ' 
when net profits totalled 
L82bn, including L444bn J - j 
restructuring charges for the 
job-cm programme. "We are 
reconfirming our target of a • : 

14 per cent return on equity 
by 2001." be added. 

Although BNL is the joint 
controlling shareholder of 1 
Banco di Napoli together 
with Ina - the Italian 
insurer acquiring a 7-25 per ■ 
cent stake in BNL’s core 
shareholding group - Mr 
Croff said there were no 
plans to merge the Naples 
bank with BNL. - ■ 

The Italian Treasury is 
due to announce on Satur- 
day the maximum price for 
its public share offer, to be ’ 
launched on Monday, . 
November 16. 

It expects to raise a total ' 
of L7.600bn-L7,700bn from 
the sale of the state's entire ' 
stake in the bank. 
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PHARMACEUTICALS 


Teva sees higher growth 
despite decline in sales 




Teva, Israel's largest generic drugs company, said 
yesterday it was confident of a return to higher profitability 
and growth despite a foil in nine-month net income and 
lower sales in the US and domestic markets. Over the nine 
months, net income fell nearly one-third, from $101 2m in 
the same period last year to S67.4m, as sales dropped 
from $825m to $81 9m. Nine-month sales in North Amer- 
ica, which accounts for 51 per cant of total revenues, fell - 
from $361 m to $325m. 

Third-quarter results, however, pointed to a gradual 
recovery. Net income amounted to $25.3m compared with 
$35.8m over the previous year. Revenues, which reached 
$303.3m compared with $2 86.7m, were boosted by the 
Bid us ton of sales by Pharmachemie, the Dutch generic 
drag group acquired in July. Pharmachemie is expected to 
push up leva’s net income next year once it is folly con- 
solidated. 

Domestic sales, which make up about one-quarter of 
sales, are expected to remain sluggish, following the 
devaluation of the shekel. Over the nine months, they fell 
13-5 per cent Teva was also hit by weak sales and price 
erosion of Clonazepam, one of its leading generic dregs in 
the US which last year contributed $130m to total sales. 

Its revenues for the first quarter reached only $17m, but Hi 
Hurvltz, president and chief executive, said sales had 
recovered in the third quarter. Judy Dempsey, Jerusalem js. 
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Henkel to increase dividend 


Henkel said yesterday it would pay a higher dividend this 
year, even though it expects foil-year 1998 net profit to 
grow at the same rate as it did last year. The German 
household chemicals group, which also reported a 17 per 
cent rise in net profit in the first nine months to DM525m 
($31 5.8m), said that despite difficult conditions in Asia, 
Russia and Latin America, it expected to maintain the 13 
pa- cent profit growth it posted last year. 

Ulrich Lehner. chief financial officer^aid Henkel would 
raise its dividend this year above 1997’s DM1.35 per com- 
mon share and DM1.45 per preferred share. He added that 
the company was sticking to plans to give about one-third 
of Its net profit back to shareholders. 

Nine-month group sales rose 8 per cent to DM16.1 bn 
while pre-tax profit grew 27 per cent to DM91 6m. Henkel 
shares dosed DM2 lower at DM132. Reuters, Frankfurt 
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TEXTILES 


Marzotto climbs 48% 


Marzotto, the Italian textiles and clothing group, yesterday 
reported a 48 per cent increase in consolidated nine- 
month net profits to L90bn ($54. 7m), on a 10 pa- cent rise 
In revenues to L2,138bn. The sharp profit increase 
reflected special gains in the first half as well as Improve- 
mwits at its subsidiaries Hugo Boss and Unrficio e Canap- 
ifiao NazionaJe, and the parent company's clothing sector. 
However, the parent company’s textile operations were hit 
by the poor conditions in the wool market, due in part to 
the Asian crisis. Group net operating profits rose 4.6 per 
cent m the first nine months to L293bn. Paul Betts, Milan 


MOTORWAY OPERATORS 


Brisa climbs after offering 

Shares in Brisa, the Portuguese group which is one of 
Europe s largest toil motorway operators, gained strongly 
yesterday after a secondary global offering of 31 per cent 
d the group raised about Es150bn ($880m). The shares 

up af most 6 per cent on the offer price 
of &8.350, which was fixed at a discount of 1.8 percent 
on Fnday’g closing price of EsB.500. 

Fernando Teixeira dos Santos. Portugal's treasury secre- 
tety said the offering was highly successful given “partiOF 
forty difficult international market conditions." The retail 
offer of 9.3m shares was 18 times subscribed The institu- 
tional tranche of 7.6m shares was 6.5 times subscribed. 
Deutsche Bank and Portugal’s Banco Cisf, global co-ordi- 
nators, are almost certain to exercise an over-allotment 
option to sen a further 1 .7m shares. The sale increases 
Brisa’s free float to 65 per cent after the sale of 34 per 
cent a ^ar ago. Peter Wise, Lisbon j 
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COMPANIES & FINANCE: ASIA-PACIFIC 


C0SMETICS LEAD I NG JA PANESE TO I LE TRIES GROUP COULD_SPIN OFF HOUSEHOLD GOODS BUSIN ESS _AS FIRST-HALF EARNINGS FALL_73% 


Shiseido cuts overseas expansion targets 


NEWS DIGEST 


VEHICLE MANUFACTURING 


Shiseido. Japan's leading 
Emetics and toiletries 
pushed back its tar-' 
gets for overseas expansion 
and could spin off its acces- 
sories and household goods 
business into an indepen- 
dent company next year fol- 
lowing a very poor first-half 
performance. 

The group. which 
launched an aggressive cam- 
paign to increase overseas 


sales just as the Asian cur- 
rency crisis began, saw net 
earnings fall 73 per cent, 
from Y9.4hn (S78.99ml to 
Y2_57bn for the six months 
to September. 

It said the growth in reve- 
nues from outside Japan was 
not enough to offset the 
damage from the recession 
at home. 

The Japanese financial 
and economic crisis, which 
has sent equity values down 
and soured consumer senti- 


ment. was the main reason 
for the collapse in profits. 

The group took a YEflbn 
extraordinary loss from the 
devaluation of securities 
holdings, particularly from 
bank sha w^i 

Although sales slipped 
l per cent overall from 
Y3l05bn to Y307.sbn, turn- 
over in Japan slid 4.7 per 
cent to Y$65bn. 

The toiletries division and 
salon, businesses fared worst. 
Sales of soap, shampoo, and 


hair lotions tumbled JL2 per 
cent as Income fell 9-3 per 
cent. The newly acquired 
salon business lifted sales 22 
per cent, but failed to gener- 
ate a profit 

Profits were also hit by the 
instability in Asian markets, 
where currency losses and 
fallout from the financial cri- 
sis slowed returns. 

Income from markets in 
Asia fell 17 per cent com- 
pared with 24 per cent 
growth in earnings in 


Europe and 2.2 per cent 
growth in North America. 

Overseas sales expanded 
23 p a- cent but the company 
warned that this growth 
could slow in the second half 
if the yen again weakened 
against the dollar. 

Based on a calculation of 
Y120 to the dollar, it expects 
a 53 per cent decline in full- 
year profits from Y1&8bn to 
Y8bn, on sales flat at 

Y620bo_ 

Sales outside Japan are 


expected to reach only 
YlOObn, an 8 per cent 
increase on last year. 16 per 
cent of total turnover. Its 
target is to generate 25 per 
cent of its sales overseas by 
2003. 

The group said it had 
delayed its plan to pursue 
mergers and acquisitions. 
But executives said the 
group would stick to a plan 
to improve turnover by 
expanding its core busi- 
nesses. 


Fuji Heavy results lifted 
by strong US demand 


Komatsu 

suffers 

first-half 

deficit 


Battle lines drawn in fight for control of Brierley 


Dispute over the future of Australia's biggest corporate raider is 
to be decided by today’s annua) meeting, writes Terry Hall 

T he future of Brierley room coup in April ousted Brierisy Investments 
Investments, Austral- both Bob Matthew, chair- &mprica(N2& 
aria's oldest and biggest man. and Paul Collins, chief 


By Alexandra Harney 
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Komatsu, the Japanese 
construction machinery 
group, yesterday reported its 
first interim loss, owing to a 
collapse in the domestic 
markeL 

The YM5bn (*9.7m) in 
consolidated losses, against 
profits of Y8-82ba in the first 
half last year, reflects the 
sharp contraction in demand 
in the construction industry 
and the cuts in capital 
spending amid Japan's eco- 
nomic recession. 

The decline in demand has 
b']p compounded by the 
Aston financial crisis, as 
industrial production and 
capital investment has 
slowed across the region. 

The group, which makes 
construction equipment as 
well as industrial machinery 
and electronics, suffered a 
15 per cent decline in domes- 
tic sales, from Y27fL37bn to 
Y234.27bn. 

Although sales overseas 
were up 22 per cent to 
Y295.54bn, the gains were 
not sufficient to offset 
the poor performance in 
Japan. 

The construction and engi- 
neering division suffered the 
biggest decline, with sales 
down 18 per cent from last 
year to Y28.4bn. largely as a 
rew£t of the downturn in , 
ho&Jng demand. 

The company was also hit | 
by the collapse in the semi- , 
conductor market. Sales of I 
electronics, including mem- 
ory chips and liquid crystal ! 
devices, slipped 5 per cent, 
from Y31.63bn to Y3D.5bn. 

The only division that saw 
growth in sales was con- 
struction equipment. Sales 
of construction and mining 
machinery jumped 8.1 per 
cent to Y379.7bn, mainly as a 
result of strong sales in the 
US and Europe. 

The results were worse 
than analysts’ expectations, 1 
although they had viewed 
the company's earnings tar- 
gets as overly optimistic, j 
C j|ires in Komatsu ended 
m&hanged at Y623. 

The group pledged to ■ 
return to profitability in the 
full year and launched an | 
18-mooth cost-cutting plan, 
including plant closures, to | 
save Y3bn a year in produc- j 
lion costs. The year-end divi- I 
dend has been suspended. 

For the year ending March I 
31 1999. the group expects | 
consolidated profits of Ylbn 
on turnover of Yl.JOObn. 

Komatsu said it would 
absorb two of its subsid- 
iaries, also construction 
equipment makers, and 
would increase its stake 
Tom 30.4 per cent to 50.9 per 
rent in Komatsu Zenoah, 
mother group unit, as part 
if the restructuring of its 
n-oduction facilities. 


corporate raider, will be 
decided today at what prom- 
ises to be an acrimonious 
annual meeting. 

A crucial vote will decide 
who will run the faction-rid- 
den company. The battle is 
amongst a group of directors 
and management led by Sir 
Roger Douglas, former New 
Zealand finance minister, 
Shamrock, a Los Angeles- 
based investment company 
controlled by the Roy E. Dis- 
ney family: Asian investors 
who own 28 per cent of the 
company; and Sir Ron Brier- 
ley. the company's founder 
who now beads UK-based 
I Guinness Peat. 

In an attempt to resolve 
some of the issues. Brierley 
announced on Friday it was 
appointing Selwyn Cushing 
, to the board as chairman. 

Mr Cushing is supported 
to varying degrees by most 
of the factions. However, his 
appointment will not secure 
peace at the meeting: dissi- 
dent directors. Shamrock 
and big US investment 
funds, say they intend to 
fight on to secure the 
removal of Sir Roger and his 
allies by forcing a vote at the 
meeting. 

Brierley Investments Is an 
attractive target. Its main 
asset is Thistle Hotels of the 
UK. but it is the biggest 


executive, amid accusations 
of poor performance. 

The coup was backed by 
the company’s biggest share- 
holder Malaysian- based 
Cameriin. a consortium of 
Asian industrial companies 
headed by Quek Leng Chan, 
which has been facing its 
own financial problems. 

Cameriin bad been con- 
cerned at a fell in the Brier- 
ley share price from the 
$NZL40 it had paid for its 
stake in 1996. Subsequent 
uncertainties saw the price 
fall to NZ 30 cents, although 
an aggressive programme of 
asset sales bas seen this lift 
to NZ 55 cents yesterday. 

Much of the company's 
problems since April have 
been caused by a rift 
between Cameriin and Sir 
Roger, who assumed the jobs 
of both chairman and chief 
executive. 

He hired consultants and 
carried out an aggressive 
asset write-down programme 
that culminated in a record 
loss of NZSSQOm (US$4&L9m) 
in the year to June. His asset 
sale programme included 
selling Thistle Hotels. 

However, Sir Roger report- 
edly incurred Camerlin’s dis- 
pleasure for failing to con- 
sult. and the relationship 
deteriorated further after the 
failure of an attempt to sell 


shareholder in a string of Thistle. This prompted him 
other profitable companies to embark on an aggressive 


including Air New Zealand. 
Australian building products 
group- James Hardie and 
John Fairfax Holdings, 
owner of The Sydney Morn- 
ing Herald, the Australian 
Financial Review and the 
Melbourne Age. 

It has struggled for sur- 
vival since a surprise board- 


programme of selling other 
assets, including Ibstock, the 
UK brickmaker. 

Asset sales had raised 
NZSl-2bn by late last month, 
three months ahead of 
schedule. Brierley now bas 
total debt of NZ$2bn and 
gross assets put at NZ$5J2bn. 

Despite this. Cameriin 


I t also demanded two board 
seats and a three-year 
management contract at a 
fee erf NZSlOm a year. Mys- 
tery surrounds the precise 
level of support enjoyed by 
Shamrock. Cameriin said 
last week ft "broadly” sup- 
ported Shamrock, and would 
make the extent known at 
the annual meeting in the 
way it voted for directors. 
Shamrock says It is confi- 


Telkom Indonesia 
returns to the black 


By Sander Thoenes in Jakarta 


Telekomunikasi Indonesia, 
the partially privatised tele- 
phone utility, returned to 
black in the third quarter as 
a rebound from rupiah for- 
eign-exchange losses 
together with cost savings 
lifted margins. 

Telkom, the largest stock 
on tbe Jakarta Stock 
Exchange. yesterday 
reported nine-month net 
profits of Rp326.1bn ($39 -3m). 
down 71.1 per cent from 
Kp800.5bn for the first nine 
months of 1997 but up from a 
loss of Rpl.176.7bn in the 
first half of this year. 

A rebound in the rupiah/ 
dollar rate from Rp 12^25 to 
RplO.820 cut net foreign-ex- 
change losses from 
Rp4,46Sbn to Rp2,497.4. 


The company claimed suc- 
cess in improving cash-flow 
in the quarter, boosting 
operating profits by 11.1 per 
cent to Rp2,lS4.1bn, but this 
represented a slowdown 
from the first-half rise of 17.6 
per cent 

Capital expenditure, at 
Rp4.022.9bn. exceeded the 
1998 budget of Rp3.lO0bn, in 
part because the rupiah 
devaluation boosted the cost 
of dollar -denominated equip- 
ment 

Telkom lost out on 
Rpiaasbn in revenues from 
foreign partners, following a 
retroactive agreement in 
August to reduce their con- 
tributions far 1998 to allow 
for tbe deterioration of both 
demand and financing costs 
since Indonesia slid into 
recession. 


These partners, including 
Cable & Wireless of the UK. 
and US West, are expanding 
and operating Telkom's net- 
works In the outer islands of 
Indonesia. 

Telkom and its partners 
managed to raised tbe num- 
ber of lines in service to 
442,068, despite losing 201.201 
subscribers in tbe third 
quarter, including 41,115 in 
the regions operated by the 
foreign partners. 

Telkom’s seven cellular 
joint ventures lost 26£ per 
cent of their subscribers, 
with Deutsche Telekom’s 
Satelindo the worst hit 

Its shares rose Rp75 to 
Rs2£25 on the Jakarta Stock 
Exchange yesterday. Owned 
75.8 per cent by the state, it 
is also listed on tbe New 
York Stock Exchange. 
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HK groups mull 
Kwong On stake 
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I Guoco Group, the Hong 
I Kong-based conglomerate, 
and its banking arm Dao 
| Heng Bank Group said yes- 
, terday they had bad “a 
very preliminary discussion** 
[ about a possible purchase 
of shares in Kwong On 
I Bank. 

Fuji Bank of Japan put a 
I controlling 50.1 per cent 
| stake In Kwong On up for 
sale last month. Dao Heng 
i was touted as a buyer, but 
, Hong Leong Company. Guo- 
I co’s main shareholder, sub- 
i sequently said it was mull- 
1 ing a takeover bid for its 
! 31.37 per cent-owned Hong 
, Kong arm- 

The sale of Kwong On 
I comes as small banks in 
Hong Kong are facing pres- 
| sure on several fronts, with 
loan growth flat and - for 
I most of the year - high 
, interest rates squeezing mar- 
gins. A few other hanks have 
i been tipped as acquisition 


targets, including First 
Pacific Bank. 

Guoco and Dao Heng said 
in a statement to the stock 
exchange yesterday that 
they had "shown an inter- 
est" in buying the Kwong 
On Bank stake bat that 
terms had not been agreed, 
nor any binding commit- 
ment made. 

“Tbe group would consider 
factors including pricing, 
enhancement to its return 
on equity and synergy to Its 
banking business before 
deciding whether to proceed 
with any further negotiation 
on such acquisition," they 
said. 

Shares in both companies 
were suspended yesterday 
ahead of the announcement 

Guoco s own late remains 
in the balance, with no prog- 
res on the bid launched by 
Hong Leong Company, 
which is controlled by Mal- 
aysia’s Kwek family. The bid 
was dependent upon obtain- 
ing a number of regulatory 
waivers. 




J- k 



mm 






%i 


forced Sir Roger to resign as 
chairman in September. 

Tbe arrival on the scene of 
thu Disney -backed Shamrock 
group last month added a 
new twist. Shamrock sud- 
denly announced it bad 2 per 
cent of the shares and 
launched a public relations 
blitz against the way Sir 
Roger and existing manage- 
ment and directors were run- 
ning the company. 

It said it believed it bad 
the backing of Cameriin and 
other big shareholders 
including the US-based 
Franklin Resources group. It 
said it wanted to invest 
NZ$200m in the form of con- 
vertible notes and sought 
options over further Brierley 
shares. 


me 




Fuji Heavy, the Japanese car and truck group, yesterday 
Cheered investors with better than expected results for the 
first half of this year, its shares rose Y43 to close at Y627. 
The group, which markets Subaro cars and trucks, said 
strong demand in the US and Europe helped raise net 
profits 1.5 per cent, from Y8.71bn to Y3-84bn (S75fri). 

The Japanese car industry has been hit by the fall in 
domestic consumer demand, which has forced carmakers 
to make sharp production cuts in recent months. Last 
week, Mitsubishi Motors warned it would fall into the red 

this year. 

At parent level, Fuji Heavy saw record mid-term earnings 
- operating profit was Y28.5t>n, which it expects to 
improve to Y54bn, another company record, in tbe full 
year. This compares with Y24.5bn in the halfway stage last 
time. 

In Japan, sales slipped 4.4 per cent to 196,000 units, 
despite the company’s summer launch of an improved 
version of Legacy. First-half sales of the Pleo mini-wagon 
were also slower than expected, falling 10.5 per cent 
against the same period last year. 

The tali m domestic sales was offset by growth over- 
seas. where sales climbed 26.7 per cent to 81 ,000 
vehicles. 

The group’s other businesses had mixed results. Sales 
of engines for construction machinery slid 16.1 per cent to 
Yl6.7bn. owing to a slackening of demand in Japan and 
south-east Asia. However, sales in the aerospace division, 
ted by orders from the defence agency and private groups, 
jumped to Y37bn, up 17.2 per cent on last year. Group 
sales improved 2.5 per cent, from Y407.2bn to Y417.Z6bn. 
Fuji Heavy also recorded a Y7.3bn loss on equity holdings, 
primarily in the banking sector. It is maintaining its interim 
dividend of Y3.5 per share. 

in the current year, the group said it expected that the 
overseas launch of the new Legacy and expanded sales of 
the Pleo wagon in Japan would support modest growth in 
earnings after taxes to Y18bn on turnover of Y880bn. This 
compares with net income of Y1 7.24bn and sales of 
Y856.37bn last year. Alexandra Harney, Tokyo 
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Sir Ron Brierley is Hkety to back Selwyn Cushing 


PLDT benefits from weak peso 


dent it bas sufficient support 
from Cameriin and other 
shareholders to ensure the 
defeat of three directors who 
are standing for reelection 
who are all seen to represent 
the Sir Roger faction. 

It sees their removal as 
opening the way for it to 
gain control of Brierley 's 
board. In support of its cam- 
paign it is attacking the 
“palatial” offices of Brierley 
executives, the level of sev- 
erance payments and how 
they would not rush asset 
sales. 

AH these are particularly 
sore points with sharehold- 


ers. and are certain to lead 
to bitter exchanges at the 
meeting. 

Tbe role that founder Sir 
Ron Brierley will play at the 
meeting is not yet known. 
Sir Ron was removed from 
r unning Brierley in 1969. but 
retains a board seat and is 
still a significant share- 
holder. 

He hag called the Sham- 
rock bid opportunistic, and 
be is likely to support Mr 
Cushing, an old friend who 
is now Air New Zealand 
chairman, as he attempts to 
steer the company through 
further turbulence. 


Philippine Long Distance Telephone, the country’s domi- 
nant telecommunications provider, reported a 35.4 per 
cent increase in nine-month net profit on the back of a 
depreciation of the peso and an increase in call volumes. 

The rise, from 5.78bn pesos to 7.0D6bn pesos ($176m), 
came despite slower growth of new subscribers in the 
third quarter. Excluding "unusual expenses" in 1997 - 
related to a redundancy programme - the percentage gain 
in net profit would have been 21.6 per cent 

Operating revenues, including those from PLDTs 
recently consolidated subsidiary Filipino Telephone, rose 
61 per cent to 38.9bn pesos. The company said revenues 
were boosted by rises in charges following the depreda- 
tion of the peso and a rebalancing of rates charged for 
local, long-distance and International calls. 

Analysts said the results were largely in line with expec- 
tations although there was some concern about slowing 
line growth in the third quarter. They said the number of 
the company’s subscribers fell in the period by 296 to 
1 ,702.622. Tony TasseU. Manila 
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CARMAKING US AUTO GIANT AGREES 10-YEAR DEAL ON STABLE PRICES AND NEW APPLICATIONS 
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aluminium 


By Scott Morrison in Taranto 

General Motors, the world's 
largest auto maker, has 
announced a 10-year multi- 
billion dollar agreement to 
purchase aluminium at sta- 
ble prices and co-develop 
new automotive applications 
with Alcan. 

The Canadian al umini um 
producer's shares were 3.4 
per cent higher at CS43.40 
following the announcement. 

The deal will enable GM to 
augment the use of alumin- 
ium to produce vehicles that 
are lighter, more fuel-effi- 


cient and produce fewer 
emissions. The agreement is 
a strong indication to Alcan 
that GM fs committed to 
increasing the use oF alumin- 
ium in its products. 

A key element of the 
agreement is that tt would 
set predictable aluminium 
prices based on production 
costs rather than commodity 
prices. Aluminium price vol- 
atility has made It difficult 
for auto makers to plan for 
the material's use in cars 
and trucks. GM would also 
use third-party financing to 
manage the price risk. 


The agreement would 
guarantee GM a stead; sup- 
ply of aluminium from 
Alcan, which recently 
announced tt was adding 
capacity with a US$1 .6bn 
smelter in Quebec. GM 
would use the aluminium to 
produce a variety of compo- 
nents and structures and it 
said it would work with 
Alcan to develop new auto- 
motive applications for the 
metal, including the alumin- 
ium Intensive automobile. 

Aluminium content in 
vehicles currently averages 
about 210 lbs per car and 


truck, equivalent to about 7 
per cent of the weight or a 
vehicle. Alan Brown, an 
Alcan spokesman, said bis 
company anticipated that 
new technology would 
enable producers to increase 
al uminium content to about 
700 lbs. or about 40 per cent 
of the weight of a lighter 
vehicle. 

While aluminium is pri- 
marily used in a vehicle's 
closures and panels, auto 
makers have been working 
to develop cars and trucks 
that have al uminium frames. 
"The important thrust will 


come as car makers adopt 
aluminium structures," said 
Mr Brown. Donald Mac- 
millan, president of Alcan's 
automotive products divi- 
sion. said a 10 per cent 
reduction in mass would 
yield a &-8 per cent improve- 
ment in fuel economy. 

GM currently buys about 
l.7bn lbs of aluminium 
annually, equivalent to just 
over USglbn at current mar- 
ket prices. The company has 
said it intends to Increase 
usage by 7 per cent or more 
a year. The auto maker said 
Alcan supplied about 25 per 


cent of its aluminium needs. 

Alcan has invested 
US$2 00m over the past 
decade to develop new auto- 
motive applications for alu- 
minium and the company 
recently announced the for- 
mation of a global automo- 
tive products division. The 
Canadian group currently 
supplies about 150.000 tonnes 
of al uminium to the trans- 
portation sector, mostly for 
use in autos. The company 
expects over the next 10 
years to supply about 300,000 
tonnes annually to the auto 
sector. 


action over 
Banco Mayo 


Fund managers waver 
on Venezuelan pensions 

Raymond Colitt reports on an untested market with potential 


With the Venezuelan 
government having last 
week approved landmark 
social security legislation 
paving the way for private 
pension funds, foreign and 
domestic fund managers are 
warily eyeing this oil-rich 
country, which is beset by 
economic, political and regu- 
latory uncertainties. 

“There is room for a 
decent but not a tremendous 
profit margin." says Jose 
Gonzaio Muci. head of Ban- 
caracas, a local investment 
bank. “It's a capital- 
intensive business and com- 
petition will be tough.” He 
estimates that some 20 pen- 
sion fund administrators 
(AFPs) may operate initially, 
but that less than 10 would 
remain after two to three 
years. 

The new law allows AFPs 
to begin operating from Jan- 
uary 1 2000. The contribution 
will be ll or 12 per cent of an 
employee's salary to an indi- 
vidual capitalisation fund 
and there will be an addi- 
tional 1-2 per cent payment 
to an obligatory solidarity 
fund, which is to guarantee 
a legally fixed min imum 
pension for all workers. 

Seventy-five per cent or 
the contributions will be 
made by employers and the 
remaining 25 per cent by 
employees. 


The solidarity fund 
ensures wider coverage and 
a potentially larger market 
than in other Latin Ameri- 
can countries. Yet analysts 
say only 15 per cent of a 
workforce of 9.5m are poten- 
tial contributors to pension 
funds in Venezuela. Some 
4.5m people work in the non- 
regulated sector, 1 . 1 m are 
unemployed, and there are 
countless workers in the 
public sector, especially the 
armed forces and the oil 
industry, with their own 
“parallel" pension funds. 

“In theory. Venezuela's 
new legislation sets the basis 
for a more equitable system 
and wider coverage than in 
other countries of the 
region," says Orlando Diaz, a 
labour expert with the Latin 
American Social Research 
Institute (ILDIS) in Caracas. 

Indeed, the biggest chal- 
lenge for any AFP will be to 
ensure attractive returns for 
its holders in Venezuela's 
volatile economy. In the last 
12 months alone, real inter- 
est rates have gone from 
deeply negative to 40 per 
cent above inflation and 
back down to around zero. 

The stock exchange went 
from the world's best per- 
forming In 1996 to Latin 
America's worst performing 
in 1997. Due to tenacious 
inflation rates over the years 


(estimated at 39 per cent in 
1998) domestic savings are 

minimal 

“It’s not the best frame- 
work to launch the new sys- 
tem but we see potential and 
there is no going back now." 
says Orangel Ddvila, at 
Seguros Orinoco, a local 
insurer negotiating to set up 
an AFP with rnfl-ga. owner of 
Chile's leading pension fund. 

Investors are also awaiting 
the outcome of presidential 
elections on December 6. 
Leading the polls is Hugo 
Chavez, whose authoritarian 
background has led many 
companies to freeze their 
investment plans. 

Despite the adverse condi- 
tions. some investors are 
moderately optimistic. “Pen- 
sion funds are a long-term 
project and you cannot place 
your bets on the current 
market situation alone." 
says Mr Muci of Ban Caracas. 

Many Venezuelan workers 
have mixed expectations. 
Most retirees receive only 
B&75.000 ($131) a month alter 
having contributed as much 
as $610 per month for years. 

In addition, they have not 
been paid in fUll for 11 
months. 

“I'm not sure what [AFPs] 
will bring, but it cannot get 
much worse," said an elderly 
worker resting on a park 
bench in downtown Caracas. 



By Ken Ware in Buenos Aires 

Standard & Poor’s, the US 
credit rating agency, said 
yesterday that prompt action 
by Argentina's bank regula- 
tor over the failed Banco 
Mayo had bolstered the 
country's credit s t a n ding. 

The Superintendency of 
Rentes last month suspended 
Ranrn Mayo after a run on 
deposits. Its $700m-plus 
f tepre ifr base and most of its 
brand! network were sold to 
Citibank in a deal expected 
to be concluded this week, 
while a handful of other 
institutions will take over 
the remaining brandies. 

“Argentina been reso- 
lute in keeping troubled pri- 
vate-sector finanriat institu- 
tions off the sovereign 
balance sheet,” said John 
Chambers, managing direc- 
tor of SAP's sovereign rat- 
ings group. “If some Asian 
countries had shown similar 
resolve, the distress in that 
region would have been 
less." 

However, the way in 
which Banco Mayo is being 
wound up has angered the 
holders of $l00m of euro- 
bonds that it issued earlier 
this year. Under Argentine 
hanking law these investors 
are poshed towards the back 
of the creditors' queue. 

Fundacidn Capital, the 


local economic think-tank, 
recommended at the week- 
end that the banking author- 
ities should seek “integrated 
solutions" for the restructur- 
ing of troubled financial 
institutions that would 
respect the claims of bond- 
holders as well as those of 
depositors. 

“In Argentina, investors 
know that the government 
takes a laissez-faire attitude 
towards its private-sector 
banks. Therefore, hank sus- 
pensions have only a limits 
impact on depositor or inves- 
tor sentiment." said Sit?, it 
maintains a “BB" fo£hfh- 
currency rating on Argen- 
tina, with a stable outlook. 

Argentina's banking 
industry has seen rapid con- 
solidation since the 1995 
Tequila financial crisis. The 
top five banks in the system 
now account for almost 50 
per cent of all deposits. 

Earlier this year Banco 
Mayo, a co-operative bank, 
took over Banco Patrlcios, 
which was itself suspended 
in March after a run on 
deposits. 

Local bankers said Banco 
Mayo bad grown too tost and 
had been caught out by the 
recent international finan- 
cial turmoil, but declined to 
comment on rumours of 
fina ncial irregularities at toe 
bank. 
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Vivendi buys 
23 US plants 


Summer success: Rupert Murdoch's Fax made some of the best seOng Arts of the season. 

Jump in profits at Fox 
raises profile for IPO 


AMP quits defence strategy 


AMP. the Pennsylvania- 
based maker of electrical 
and electronic connectors, 
said yesterday that it would 
not pursue legislative 
initiatives to fend off 
AlliedSignai's hostile 
takeover attempt, reports 
AFX in Harrisburg, Pennsyl- 
vania. 


AMP sponsored initiatives 
in Pennsylvania that would 
provide “for an orderly 
shareholder vote on the 
important matter of the 
change of control of a corpo- 
ration", It said. 

Two bills, one in the 
state's Senate and one in the 
House, were passed but the 


legislature went into recess 
last month and neither bill 
was enacted. 

AMP said it would Instead 
focus on its profit improve- 
ment plan and continue to 
fend off hostile bid from the 
diversified US manufactur- 
ing company, to buy AMP at 
$44Ji per share. 


Supplement No. 4 to the Preliminary Offering Prospectus of 
21st September. 1998 

Notification of the Result 
of the 

Voluntary Public Exchange Offer 
to the Shareholders of 

Daimler-Benz Aktiengesellschaft 

Stuttgart 

(German Securities Identification Number 550 000) 

(German Securities Identification Number 550 009) 

On 22nd September. 1998. DolmlerChryalar AG (“DalmlefChryBlar’) announced in the Financial 
Times that it was making on offer (the “Exchange Offer"! to the shareholders of Daimler-Bent 
Aktiengesellschaft (“Daimler-Benz") to exchange therr no par value bearer shares in Daimler-Benz tor 
no par value registered shares In DatmterChryster. 

On 27th October, 1998, DaimlerChrysler announced in the Financial Times that it had extended the 
Exchange Offer until 6th November, 1998, 12:00 noon, local time, at the place of delivery of the 
relevant shares (the "Grace Period"). 

The Exchange Offer to the shareholders of Daimler-Benz has closed. By the end of the Grace Period 
approximately 90S of the Oaimler-Baru shares outstanding at the rime had been pre se nted for 
exchange. The exchange ratio, therefore, is 1.005 no par value registered shares in DaimlerChrysler 
for one no per value bearer share in Dalmfer-Bonz. 

The “Daimler-Benz shares presented for exchange* (securities identification number 550 0091 are 
expected to be troded on all Garmon stock exchanges up to and including 11th November, 1998. As 
from 12th November. 1998 "claims for delivery of DaimlerChrysler shares for Daimler-Benz shares' 
(securities identification number 710 000) a ro exported to be traded and officially quoted. Subject lo 
the implementation of the capital increase against the contribution in-kind of Daimler- Bern, the 
official quotation of the DaimlerChrysler shares is expected to commence on 17th November, 1998. 
This advertisement Is being published on behalf of DaimlerChrysler by Deutsche Bank AG London. 
Deutsche Bank AG London is acting for DaimferOirysler and no-one else in connection with the 
Exchange Offer and will not be responsible to anyone other than DaimlerChrysler for providing the 
protections afforded to customers of Deutsche Bank AG London or for providing advice in relation to 
the Exchange Offer. 

This document has been approved by Deutsche Bank AG London, regulated by the Securities and 
Futures Authority for tho conduct of investment business in the UK. solely tor the pu r pos e s of 
Section 57 of tho Financial Services Act 1988. 

Stuttgart. November 1998 
DatmterOiryslerAG 


By C hristo p her Partes 
to Los Angeles 

News Corporation yesterday 
sharpened investors' appe- 
tites for stock in its US film 
and television arm with the 
unveiling of doubled Brat- 
quarter profits and a 30 per 
cent Increase in revenues at 
Fox Entertainment Group. 

The announcement, which 
allowed a rare insight into 
News Corp's US operations, 
will be followed this week by 
an initial public offering of 
13.4 per cent of Fox, expected 
to raise almost $2bn. 

Net income rose to $S7m 
or 10 cents a share, after 
$28m and 5 cents last time, 
on revenues of Sl^bn. 

Although the IPO will 
leave Fox stfH firmly under 
the control of Rupert Mur- 
doch. News Corp chairman, 
a persuasive “toad-show" 
among potential Investors 
has generated keen Interest 

According to the results, 
growth was led by 20th Cen- 


tury Fox, the film division 
responsible for four of Holly- 
wood’s most successful sum- 
mer releases. 

Following on the heels of 
Titanic, a co-production with 
Paramount they included Dr 
Dolittle and the low-budget 
surprise hit There's Some- 
thing About Mary. 

Operating Income from 
film more than doubled to 
$125m from $50m last time, 
when Fox's biggest US sum- 
mer release was Picture Per- 
fect, which sold only $29m- 
worth of tickets. Film reve- 
nues rose 32 per cent to 
$l.lbn. 

Operating income from 
television broadcasting, 
which includes the Fox Net- 
work and assets such as 22 
TV stations, dipped margin- 
ally to $lQ8m, as General 
Motors, which is the biggest 
single source of advertising 
revenues for all US TV 
broadcasters, cut spending 
because of prolonged strikes. 

Fox hinted at better 


results to come from a cur- 
rent reporting period that 
has included heavy advertis- 
ing spending on political 
camp ai g ns. The film division 
may also gain as the home 
video version of Titanic has 
been released in the interna- 
tional market, where Fox 
owns the rights. 

Other assets bandied into 
Fox Group are cable inter- 
ests, including fast-growing 
sports, round-the-clock news 
and enter tainme nt channels, 
and News Corp’s holdings in 
top-ranking sports teams, 
including ownership of the 
Los Angeles Dodgers, part- 
shares in New York's Knicks 
and Rangers and options on 
holdings in the Los Angeles 
Lakers basketball team and 
the city’s ice hockey team 
the LA Kings. 

The proceeds of the offer- 
ing, expected on Wednesday 
or Thursday, would be used 
to reduce debt and finance a 
previously-announced share 
repurchase scheme. 


By David Owen to Paris 
and Christopher Paricas 
In Los Angeles 

Vivendi, the acquisitive 
French communications and 
environmental services 
group, is significantly 
increasing its North Ameri- 
can power production capac- 
ity by acquiring 23 
north-east US power plants 
in a deal worth $1.7bn. 

Si the, its 60 per cent- 
owned US independent 
power production subsid- 
iary, is buying the non- 
nuclear assets of General 
Public Utilities in what it 
described as a- “decisive 
step" for its Internationa] 
energy activities. 

It said the deal would 
make Sithe the leading inde- 
pendent electricity producer 
in the north-east US. This 
would give it sufficient criti- 
cal mass in a market that 
has been at the forefront of 
world deregulation. 

- Energy last year 
accounted for about 15 per 
cent of the former Gdndrale 
des Eaux’s turnover. But the 
company views this and 
other “environmental ser- 
vices" as a growth area. It is 
keen to compete In its home 
market of France, which 
should start to open early 
next year. 


For GPU, which is reposi- 
tioning itself as a power .... 
marketing and transmission 1* 1 
company, the Vivendi deal 
was the “definitive step" in 3 r\ 

its plan to withdraw from iv 

generation, said Fred Haler, 
chairman and chief execa- rt/trff 

five. sJHfi Do* i»* 

The sale is likely to be the 
first in a renewed wave of 
power transactions in the US 
expected to follonw/last . 
week's rejection by v^£|s hi •- 
California and MasSachu- ! 
setts of attempts to hamper 
industry deregulation. 

Ballot initiatives aimed at 
annulling bonds issued to . 
recoup billions of dollars, tied 
up in so-called “stranded 
assets" - nuclear and oil- 
fired plant seen as uneco- 
nomic in a liberalised mar- 
ket - were rejected in both ; 
states. 

Utility campaigns warned 
consumers of higher hills if 
the initiatives passed. 

Of the 23 plants covered by 
yesterday's deal, 17 are in 
Pennsylvania, five in New 
Jersey and one In Maryland. 

Sithe said it was studying ' 
an additional agreei^nt i 
with a strategic partne?»r 
up to so per cent of the 
assets included in the deal 
Sithe is owned 29 per cent by 
Marubeni of Japan and 11 
per cent by management 




Canadian exchanges aim to restore the faith 

Efforts to repair the damage done by recent scandals may hurt smaller companies, writes Edward Alden 

n May 8 1967. the Van- ters were raided by the FBL Vanctaivw SE Composite • . - great number of small 
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O n May 8 1967. the Van- 
couver Stock Exchange, 
a regional exchange 
catering largely to specula- 
tive junior mining stocks, hit 
an all-time high of mare 
than 2JX)0 points. 

After more than 10 years 
of the greatest bull market 
in North America, the VSE 
composite index this year 
dipped below 400. 

The reasons tor the VSE's 
collapse - competition from 
other exchanges and a his- 
tory of ignoring fraudulent 
market schemes - tell a cau- 
tionary tale for the Toronto 
Stock Exchange, Canada’s 
biggest and the world’s 10th 
largest. 

Since the spectacular col- 
lapse of Bre-X Minerals, the 
C$6bn (US$3 .9bn) TSE- listed 

gold company exposed as a 
fraud last year, the TSE and 
the Ontario Securities Com- 
mission, the exchange's reg- 
ulator. have been struggling 
to restore the image of Cana- 
da's equity markets. 

While Bre-X got most of 
the headlines, it was only 
one of several dodgy compa- 
nies that have briefly flour- 
ished on Canadian 
exchanges. 

Others include the Alber- 
ta-listed junior mining com- 
panies Timbuktu and Carta- 
way Resources, which 
collapsed in 199G after their 
stock prices were boosted on 
inflated claims of explora- 
tion results, and magnet 
maker YBM Magnex Interna- 
tional, which has been 
suspended on the TSE since 
May when its US headquar- 


ters were raided by the FBL 

The Vancouver Stock 
Exchange, which has done 
much to clean up fraud prob- 
lems, was tagged “the scam 
capital of the world" by 
Forbes magazine in 1989 
over Its history of stock 
manipulation by insiders 
playing in thinly traded 
issues. It has never lost that 
tag. 

The TSE is determined to 
avoid a similar fate, and last 
week announced tougher 
listing requirements, sharply 
raising the thresholds for 
working capital, assets, earn- 
ings, cash flow and initial 
share distributions. 

The exchange introduced 
new standards for minin g 
companies this year, such as 
requiring Independent verifi- 
cation of drilling results. The 
TSE provides 43 per cent of 
global fi nancing for mining 
activities, and the sector is 
seen as the exchange's stron- 
gest competitive advantage. 

In addition, the Ontario 
Securities Commission has 
promised to beef up regula- 
tory control. The OSC 
recently became a self- fund- 
ing agency, allowing it to 
raise salaries and add staff 
for compliance monitoring 
and enforcement. Tt has also 
asked the provincial govern- 
ment for authority to ban 
securities law violators from 
continuing as directors or 
officers of a company, and to 
require violators to pay the 
costs of an investigation. 

David Brown, the OSC’s 
chairman, said last week the 
commission planned to be 
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“proactive, to identify prob- 
lems and issues early before 
they become crises". 

Canada remains the only 
significant industrial coun- 
try to regulate stocks on a 
regional rather than a 
national basis, but its pro- 
vincial regulators are coop- 
erating In what they term a 
“virtual national securities 
commission". Under the 
scheme, regulators in one 
province will agree to rely 
on regulators in another 
province for filings made in 
more than one jurisdiction. 
This should streamline the 
process for companies and 
allow regulators to devote 
greater effort to each review, 
says Mr Brown. 

W hile these initiatives 
should begin to boost 
the reputation of 
Canadian equity markets, 
there are many critics. 
Smaller companies say the 
new regulations are onerous 

\ 


and will prevent many fledg- 
ling but legitimate busi- 
nesses from raising capital 
“Bre-X mortified them." says 
one broker critical of the 
TSE's initiatives. “A big 
company commits fraud and 
they decide to shoot all the 
small companies. It's really 
optics." 

John Tognetti, president of 
Haywood Securities in Van- 
couver, says new regulatory 
burdens on the Vancouver 
exchange have hurt . its abil- 
ity to raise capital quickly 
for small companies, many 
of .whom have opted tor the 
Alberta and Toronto 
exchanges. 

John Woods, editor of Can- 
ada Stockwatch in Vancou- 
ver and a critic of lax securi- 
ties regulation, agrees that 
small companies are feeing 
the brunt of the crackdown. 
The VSE, he says, has 
approached the exercise 
“from a public relations' 
point of view, by levying a 


great number of small pun- w 
ishments on small players". ”rn=!i ^ 

The reform Initiatives may - 
also do little to crack down . 
on the genuine abusers. One - 
former OSC official says 'that \- 
a “virtual national securities .. 
co mmiss ion" simply means 
that “the guys who want to 
screw the system will file in 
the most user-friendly juris- 
diction". 

At the same tim e , compfr 
tries caught in enforcement . 
actions will continue A rt* • 
caught between the or&Q.- 
conflicting demands of. dif- 
ferent regulators. ' 

The best hope for improve- 
meat in Canadian securities 
regulation may be that the 
costs of getting it wrong are 
so high. With growing com- 
petition from US exchangee v 
and the pending introduo 
tion of alternative trading 
systems, Canadian regula- ■. 
tors are acutely aware Ihat , 
Canada's exchanges cannot i5 __ 
afford any more high-profile •• * 

disasters like Bre-X and 
YBM. 

As Mr Brown said last 
week, the OSC is striving to '• 

“be known as the regulator 
that creates and aggressively .. . 
enforces clear and nnnmb lE- ■ 
uous rules to protect inves- . 
tors while at the same dpfi’ 
ensuring efficient caj^* 1 
markets for compliant 
users". 

A companion piece analysing ■ 
the Canadian exchanges' 
attempts to halt the erosion of 
liquidity and the migration 
of Canadian companies to GS - 
listings appeared on Noo 6. ■ 
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Vivendi buys 

3 l S plants 



Halifax, it sfcems, is profli- 
v^ate with its - afrections. W^Wax . -"■■ 

■■yhere is barely a financial Sfc ® re p^cs rtte&ve to tne 
services company in the UK FTSEftajStal( s || 'ta- 
''with whom it has not been 
>- finked. Currently in the 
'■‘frame are Barclays and Pru- 
«* ‘"'dential. There is one snag 
with this latest bout of specu- 
'■jatfon: it is far too soon for 
hew man James Crosby to be 
r *- throwing bis weight around. 
r ‘ Indeed, he only succeeds 
Mike Blackburn as chief 
■^•executive in January. But 
"‘with this much smoke 

* around, there must be some 
^"fire. And it is not just the 
J-, fact that Halifax has £4bn of 
^' surplus capital burning a hole in its back pocket Rather, it 
? -*is thus belief that the bank in its current form tips very 
J .^bdued growth prospects. 

Ri- Jpialifax bosses could be forgiven an ironic smile. Since the 
r " mid-summer panic in financial markets, it has comfortably 
outperformed its peers. But this cannot disguise its strategic 
t ’* di lemma : T7 per cent of its earnings come from core mort- 
n ‘ gage and savings businesses. Here the outlook is not good. 
j “ Growth in the mortgages markets is about 6 per cent a year, 
** and new entrants are grabbing market share. Worse, new 
-'’'"technology is driving margins down. Earnings diversifies- 

* flon has also been slow, with Abbey National a reminder 
that progress does not come quickly. 

' That is the rationale for a deal. But what sort? A hawk 
merger has the advantage that it could deliver concrete and 
*• substantial cost-savings. The likes of Barclays or Nat West 
** might like the idea of low-risk retail assets on their balance 
J * sheet. But they would surely baulk at Hahfax's cost struc- 
ture. And yo-yo movements in share prices are not a suit- 
J: ’ Able backdrop to mergers of equals. 

,hl * A deal with a life-insurer appeals to demographic trends 
x; 'favouring growth in long-term savings products. But it 
c- would not offer sure savings. Would investors really value a 
deal which promised to deliver revenue synergies, based on 
1,1 Cross-selling? The track-record is not good. Indeed, the trend 
11 '■ towards speciality, low-cost providers encourages customers 
A mix and match financial products - the very opposite of 

- the bancassurance concept. 

Mr Crosby's challenge is to find a way out of this snooker. 
At the least, gingering up Halifax's subdued growth pros- 
pects will require innovative new products, and leaner costs. 
Without early progress, he will quickly have to explain why 


new. outside management is not part of the solution too. 
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Hammerson to sell 
Canadian portfolio 
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1 Hammerson, the UK's fourth-largest property company. Is 
’* * selling its entire Canadian portfolio in a deal that wHi bring 
' l rest proceeds of C$600m ($400m) after repayment of debt 
' u "wS taxes; * " 

ur -* Ron Spinney, chief executive, said Hammerson had 1 
^ decided its Canadian business, which includes one of the 
country’s largest shopping centres at Mississaugua, 

" c Ontario, was not large enough to have critical mass in the 
" North American market. Proceeds of the sale to OMERS 
;*■ ‘ Realty, a subsidiary of the Ontario Municipal Employees 
J Retirement System, will be reinvested In the UK and confi- 
■' 'nantal Europe. 

1 ’ ■ Mr Spinney aiso said that Hammerson, one of the few 
' • yK property companies that invests abroad, would keep 
its German interests under review. "1 am convinced that 
. French retail Is where we want to be," he said. “As far as 
Germany is concerned, some growth is likely to come 
■■ 'through, but how far, I am not sure. As far as I am con- 
cerned, the jury Is still out" 

?* ‘ The full price paid by OMERS Realty Corp was not dis- 
" closed. However, Hammerson said the effect of the sale 
v: ' would slightly reduce Its 1998 year-end net asset vahre. 
Analysts at Charterhouse TUney, the broker, estimate that 
sale will reduce year-end NAV by about 4p a share. 


v 


broker estimates C$1 18m has been used to repay 

i.i'rloK 



debt, C$38m to cover tax liabilities and C$38m to cover 
pre-payment penalties on higher coupon Canadian dollar- 
r • denominated debt. 

The Canadian assets include three big shopping centres 
* and three office buildings in Ontario with more than 3.1m 
sq ft of space. The assets generated net rental Income of 
C$26. 7m in the first half of 1 998. 

*■ * Hammerson was advised by JP Morgan, the US invest- 
ment bank. Norma Cohen 
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Premier Famell strengthens team 


Sf* Ai ‘A 


• ^ 




IJohn Hirst, the chief executive brought in to shake up Pre- 
•*" mier Famell, the electronic components distributor yaarter- 
1 tiay strenathened his management team with two board 
r ” appointments. But Mr Hirst has yet to hlskey 
*■*' appointment - a new head for Newark, the North Amart- 
*-■ can catalogue operation. 

1 ■' The oroup said the search for a suitable candidate was 
■- continuing and it hoped to be able to make an announce- 
merit before the end of the year. . . 

' ’ Premier Famell yesterday appointed MichaelBellfor- 
meriy of Forte and United Distillers, as 
'-Vr, white Angela Walker, currently head of ICI s Auto^otor 
;>siness in Latin America, is to take up the nevriycr^ed 
‘JaKst of marketing director with a strat^te ptennkgremft- 
■ ^The group also announced the appointment of Peter 
‘ Costello as head of Its industrial 
America. Mr Costello - who wpta* fte « 

" Taylor - wBI combine this role with that of chief 
' of the product manufacturing division. Susanna voyle 
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p&0 buys 32% of Italian port 

• r Peninsular and Oriental Steam N avigation 

■ its European port interests by ff ^L- 
* slake in Porto industrial! di Cagkart 1 ST 

concession to operate a contains ^ . 

dinia. The deal is PSO’s second m 
- since it divided its port <i^ion 
. end of M year, a move 

■ tbn away from its cc^t^ntraharw Aaa.^^ r ^ 

' the group signed a 48-year concession to build ana oper 

ale a $280m terminal in Turkey. . . ^ 

; The recently ccmpleted Cagl®. tem^harKBedte ™ 
tth© in Auqust. P&O said the facility had toe 
become the leading trans-shipment port m thectf*aJ 

which has invested *7S0m. 

Cagliari terminal. . _ . p . D Australia and 

P&0*s ports division is part of P subsidiary's 

accounted last year for about attwro w 
turnover of C739m. Jonathan Fora J 
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Axis secures 
US deal for 
edible vaccine 


By C&w Cookson 


The development of edible 
vaccines to replace injec- 
tions takes a step forward 
today, with the announce- 
ment of the first manufac- 
turing agreement for “phar- 
maceutical potatoes”. 

Axis Genetics, a private 
UK company, has commis- 
sioned American Ag-Tec 
International to grow pota- 
toes containing hepatitis B 
vaccine for clinical trials are 
due to start next year. At the 
same time. Axis has signed a 
research agreement with 
Roswell Park Cancer Insti- 
tute in New York to con- 
tinue development work on 
the hepatitis vaccine. 

The trials will start with 
volunteers eating- bite-sized 
pieces of raw potato, geneti- 
cally engineered to make 
hepatitis B antigens. These 
stimulate the human 
immune system to resist 
infection by the virus, which 
is a leading cause of liver 
dispasp unri cancer. 

Later, Axis will use food 
processing technologies to 
convert the antigen-laden 
potato into a more palatable 


form for consumption. 

lain CubitL chief executive 
of the Cambridge-based com- 
pany. said: “By investing 
now. we will ensure compli- 
ance with production proto- 
cols demanded by regulatory 
authorities,” he said. “We 
want to ensure that no pro- 
cedure in the development 
chain holds back the com- 
mercialisation of these novel 
vaccines." 

The agreement with Axis 
is the first venture into the 
pharmaceutical sector by 
American Ag-Tec, a private 
biotechnology company 
based in Wisconsin. “It will 
raise the importance of the 
lowly potato by a quantum 
leap,” said Robert G Britt, 
president. 

Besides hepatitis B, Axis 
and Its partners are develop- 
ing edible plant vaccines 
against several infections 
that enter the body through 
the stomach and gut. 

Edible vaccines . will be 
cheaper to manufacture than 
conventional ones made by 
microbes in fermenters. Dr 
CubitL predicts. “We should 
be able to get a million doses 
from 10 acres of potatoes." 


BP to spend $850m on plants 


By Jams Buxton in Edinburgh 


BP is to invest £500m 
(S845m) in upgrading the 
competitiveness of its petro- 
chemical manufacturing 
operation in the UK, concen- 
trating its spending at Gran- 
gemouth in eastern Scotland 
and Hull in nortb-east 
England. 

New chemical plants will 
be built at both sites and a 
gas -fired combined heat and 
power plant will be con- 
structed at Grangemouth, 
following approval from the 
government last week. An 
existing ethylene pipeline 
from Grangemouth to Tees- 
side will be extended by 
150km to Hu 11. 

Although some additional 


manufacturing capacity will 
be created, the investment is 
intended primarily to 
improve the performance of 
BP*s existing petrochemical 
operation in Europe. Older 
plant at Baglas Bay In South 
Wales will close after the 
new facilities in Hull and 
Grangemouth come on 
stream. 

Bryan Sanderson, chief 
executive or BP Chemicals, 
said the investment would 
increase the subsidiary's 
earnings by £85m a year at 
the mid-point of the seven 
year chemical cycle. 

Mike Buzzacott. chief exec- 
utive of BP Chemicals' poly- 
mers and olefins business, 
said: “The focus is on reduc- 
ing variable costs by bring- 


ing in more efficient plant 
and on cutting fixed costs by 
focusing on fewer sites." 

Ethylene capacity at Gran- 
gemouth will be raised to 
more than lm tonnes annu- 
ally. BP is already construct- 
ing' two new polymer plants 
at the complex to utilise the 
output It said yesterday it 
would also build a 110.000 

tonnes a year ethanol plant 

at the site. 

The combined heat and 
power plant will produce ^30 
tonnes of steam on hour and 
130 MW of electricity to sup- 
port the new plants. The 
£100m plant will be built, 
owned and operated by a 
T5-li5 per cent joint venture 
between IYO of Finland and 
Mitsubishi of Japan, and use 


reedstock from the Central 
Graben aTea of the North 
Sea. It will come into opera- 
tion in Lhe fourth quarter of 
2000. 

At Hull BP is to build a 
250,000 tonnes a year vinyl 
acetate monomer (VAM) 
plant using a new propri- 
etary technology it has 
developed, as well as a 
220.U0U tonnes a year ethyl 
acetate plant. The invest- 
ment at Hull will coincide 
with the end of an agree- 
ment with Enichem of Italy 
for VAM production at Port 
Marghera near Venice. 

Mr Buzzacott said that 
chemicals would still make 
up about 12-13 per cent of 
BP's assets when the invest- 
ment was complete in 2002. 
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LAW & PEOPLE 


LEGAL SERVICES WORLDWIDE 


Closing the gap 


Transatlantic profits 
gap begins to narrow 


British firms may be well-placed to cash in on the euro-zone, 
writes Robert Rice, but their US counterparts have advantages 
that mean they cannot be written off in the global race 



I Who is winning the 
race for global legal 
Iservices. the 
Americans or the British? 

According to a survey by 
The American Lawyer maga- 
zine, US firms lead in both 
revenues and profitability 
but the British lead on size 
and global reach. 

Not much change there. 
The Americans, with their 
huge domestic markets, 
proximity to the ever more 
powerful US investment 
banks and dedication to the 
bottom line, have continued 
to make money without hav- 
ing to venture too far from 
home. The British, with 
their smaller domestic mar- 
kets and slightly less hard- 
nosod approach to the prac- 
tice of law. have bad to look 
further afield for earnings 
growth. 

However, statistics put 
together by the magazine 
and its British counterpart. 
Legal Business, suggest that 
the profitability gap between 
the top US and UK firms, 
always seen ns the main 
obstacle to transatlantic 
mergers and the establish- 
ment of truly global law 
firms, is narrowing. 

The American Lawyer 
says that five years ago the 
average profits per partner 
at New York's five highest 
earning firms was 1.4 times 
that of London's top five. 
But in the most recent fiscal 
year that gap had closed to 
1.3. What is more, the aver- 
age profit increases at the 
London firms have outpaced 
those in New York by S2 per 
cent to 31 per cenL For the 
first time a London firm fea- 
tures in the top 10 most prof- 
itable law firms in the world, 
and six London firms feature 
in the top 25 (see table). 

In terms of size only four 
of the world's 10 largest law 
firms are American and only 
one. Skaddeu Arps, is head- 
quartered in New York. With 
2.300 lawyers Baker & 
McKenzie remains easily the 


world's largest law firm 
although the UK’s Clifford 
Chance, with almost 1,800, is 
closing rast. 

The figures relating to 
numbers of lawyers based 
overseas suggest the UK 

firms have stolen a march 
on their American cousins in 
the international arena. 
Baker & McKenzie, with 80 
per cent of its lawyers based 
overseas, is the most inter- 
national law firm. But 
almost 50 per cent or Clifford 
Cha nee's lawyers are now 
overseas. Freshfields has 
more than 40 per cent of its 
lawyers based abroad and 
Allen & Overy and Link- 
Inters more than 30 per cent 

None of the top five US 
firms has anything like that 
□ umber of lawyers based 
overseas. Apart from Baker 
& McKenzie. White & Case, 


proportion of their revenue 
from work generated outside 
the US. Just because they do 
not have offices all over the 
globe does not mean they 
are not global in reach. 
Sullivan & Cromwell, for 
example, draws half its cli- 
ents from outside the US. 

The second is that several 
of the markets where the 
British firms have been busy 
making money in recent 
years are mired in recession, 
noticeably Asia and Russia. 
With the UK economy slow- 
ing and possibly tipping into 
recession next year, the pic- 
ture suddenly does not look 
quite so rosy for the leading 
UK firms. 

There will be plenty of cor- 
porate restructuring, debt 
rescheduling and mergers 
and acquisitions work to 
keep them busy in Asia 


Building pan-European practices to 
cash in on the cross-border work and 
fundraising expected to flow from 
economic and monetary union has 
become the number one priority 


Cleary Gottlieb and Shear- 
man & Sterling, no big US 
firm comes close to match- 
ing the international spread 
of the leading UK firms. 

All of which suggests that 
having already borne the 
heavy costs of international 
expansion and still closed 
the profitability gap, the 
British firms are well-placed 
to win the race far global 
legal services. 

However, the bald statis- 
tics ignore a couple of 
factors. The first ts that 
irrespective of how many 
lawyers they have based 
overseas, the top US firms, 
with their proximity to the 
US investment banks and 
powerful US multinationals, 
derive a considerable 


when the economies start to 
turn the comer and interna- 
tional capital flows return. 
But as Paul Monk, managing 
partner of Allen & Overy's 
Asian operations, says, none 
of this really compensates 
for the fall-off in capital mar- 
kets work. “It is very diffi- 
cult to replace heavyweight 
new issues work." he says. 
Asia is not a cheap place in 
which to operate, either. 

AD is not lost, however. 
With the euro-zone, a market 
of 290m people, about to 
become a reality on Jan- 
uary 1. most of tbe UK’s 
leading international law 
firms are hurriedly focusing 
their efforts closer to home 
and it is In Europe that the 
battle for dominance of 


global legal services is likely 
to be won or lost. 

For tbe leading UK law 
firms, building pan- 
European practices to cash 
in on the welter of cross- 
border work and fundraising 
expected to flow from eco- 
nomic and monetary union 
has become the number one 
priority. 

Clifford Chance and Fresh- 
fields have been building 
strong pan-European prac- 
tices for more than a decade. 
But Freshfields' '‘alliance” 
with Germany’s Deringer 
Tessin earlier this year 
marked tbe beginning of a 
new phase of consolidation 
in European legal services as 
law firms hustle to provide 
the seamless, “one-stop 
shop" service their clients 
increasingly demand. 

Running in parallel with 
the Freshfields/ Deri nger 
talks last year were Link- 
la Lers' negotiations with the 
Alliance of European Law- 
yers which resulted in the 
formation of Llnklaters & 
Alliance in July. 

Since then both firms have 
strengthened their arrange- 
ments. Llnklaters has hired 
a four-strong mergers and 
acquisitions team from 
French firm Gide Loyrette 
Nouel, adding much needed 
corporate strength to its 
already robust finance prac- 
tice in Paris. Its negotiations 
with Chiomenti in Italy con- 
tinue. Freshfields Deringer 
has just 'extended its 
arrangement | by associating 
with Wolf Tbelss, one of the 
leading Austrian firms, giv- 
ing it an integrated service 
across all the main' German- 
speaking markets. 

Allen & Overy has 
long-term alliances with 
Gide and the Dutch law firm 
Loeff Claeys Verbeke Bur- 
uma and has recently merg- 
ed with Brosio Casati in 
Italy. A^en & Overy is in the 
process of running down its 
association with Gide but 
hopes to strike a deal with 
De Pardieu Brocas Maffei in 
France before the end of the 
year. It is also eyeing an 
association or merger in Ger- 
many with either Bruckhaus 
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Westrick Heller LOber or 
Ptinder Volhard Weber & 
Axster. 

Clifford Chance, with more 
than 500 lawyers already 
based in continental Europe, 
expects to double numbers 
within two years, something 
that cannot realistically be 
achieved without merger. 
And there are others. Lovell 
White Durrant is looking for 
an association or merger In 
Germany, and Cameron 
McKenna, itself the product 
of a domestic merger 
recently in the search for 
growth, expects to announce 
a Llnklaters- type alliance of 
its own with several Euro- 
pean law firms shortly. 

The received wisdom 
therefore, set out in The 
American Lawyer and else- 
where, is that the American 
firms have missed the boat 
in Europe: once sizeable 
euro capital markets 
develop, and the need to tap 
the US capital markets 
because of their greater 
liquidity diminishes, the fail- 
ure of the US firms to think 
more strategically and act 
sooner in Europe - with a 
few notable exceptions - will 
be cruelly exposed. 

There may be a measure of 
truth in this, but it ts none- 
theless an exaggeration. 
First, just because the UK 
firms have built these associ- 
ations does not mean they 
will work in practice. There 
are huge cultural problems 
to manage and significant 



PEOPLE ON THE MOVE 


Loach to head 
Electronic 
Message 
Exchange 

Paul Loach, who quit in 
June as chief executive of 
LGT Asset Management 
after the Liechtenstein royal 
family sold it to 
Atlanta-based Arrives cap for 
Si .Ibn, is to head a new 
company set up to run 
electronic trading in unit 
trusts, the UK equivalent of 
mutual funds. 

Loach will be interim 
chairman of Electronic 
Message Exchange (EMX). 
founded by fund managers 
Gartmore. Perpetual. M&G 
and Fidelity- But his first 
task is to structure the 
company so it benefits the 
industry, not |ust the initial 
partners. 

“The service is for the 
whole industry but 
companies that are prepared 
to put up capital lo get this 
programme under way have 
every right to some kind of 
payback, whether in financial 
or service terms." he says. 

“Similarly, the less 
efficient should not expect a 
nde on the back of 
their more efficient 
counterparts." 

EMX plans to let 
independent financial 
advisers deal in unit trusts 
over a secure internet 
connection, cutting the costs 
of dealing, settlement and 
valuation. Under existing 
procedures these involve 
large amounts of paper 
passing to and fro in the 
post. 

Software standards for 
dealing have already been 
established by Aut'rf. the unit 

trust trade body, but no 
software links between the 
diverse systems used by 
fund managers and those 
used by independent 
advisers have yet been bunt 
EMX plans to introduce 
electronic trading in the first 
half of next year, but 
expects only the larger fund 
managers to be involved at 
first 

There are no plans to 
make the system available 
to the public, although Autif 
believes that will happen 
eventually. 

In the US. fund 

“warehouses" - which give [ 


retail investors access over 
the internet to thousands of 
funds - have proved 
popular. 

James Mackintosh. London 

Hedberg quits 
Swisscom 

Swisscom, Switzerland's 
national telecoms company, 
has proved it is not immune 
to the rapid turnover in top 
personnel that has plagued 
some of its bigger 
competitors. 

Jeff Hedberg, 36, head of 
Swisscom International, has 
decided to leave the 
company little more than a 
month after its successful 
stock market debut 

Hedberg, a former US 
management consultant, is 
the youngest member of 
Swisscom's top 
management and one of a 
new breed of managers 
brought in to transform 
the fortunes of 
Switzerland's bureaucratic 
state-owned telephone 
company ahead of 
privatisation. 

Swisscom faces Increasing 
competition in its domestic 
market and is relying on 
its international expansion 
to provide much of its 
long-term growth. 

there has been 
speculation in the German 
media that Hedberg was 
leaving Swisscom to join 
Deutsche Telekom, which 
has been looking for a new 
chief far its troubled 
international business 
following the departure of 
Erik Jan Nederkoom nearly a 
year ago. 

Hedberg's role at 
Swisscom will be filled by 
Lome SummeiYfile. 35, a 
Briton who joined Swisscom 
last year from Value 
Management Group in Nyon, 
Switzerland. 

However, unlike his 
predecessor, Somerville will 
not be a member of the 
executive board but 
will report to Dominik 
KoechUn, 39, Swisscom's 
head of corporate 
development 

Meanwhile. Swisscom has 
lost another of its senior 
managers. Peter Rucfin, 
who had built up Blue 
Window, Swisscom’s 
successful internet service 
provider, has left the 
company after a 


disagreement over strategy. 
William Hail . 

Zurich 

Mitchell advises 
Unilever 

Unilever, the Anglo- Dutch 
consumer products group, 
has appointed George 
Mitchell, a former US 
senator, as an advisory 
director, which is the Dutch 
equivalent of a non- 
executive director. 

Mitchell, a former US 
federal judge, served in the 
US Senate from 1980 to 
1995, acting as Senate 
majority leader during his 
final six years. 

On leaving the Senate, 
Mitchell joined the 
Washington DC law firm of 
Vemer, Liipfert. Bernhard, 
McPherson and Hand. He 
serves as a director of Walt 
Disney. Federal Express. 
Xerox, Staples, and UNUM 
Insurance Corporation. For 
the past two years Mitchell 
has chaired the Northern 
Ireland Peace initiative. 

Unilever advisory directors 
are the principal external 
presence in the governance 
of Unilever. 

The company also 
announced that Patrick 
Cescau is to succeed Hans 
Eggerstedt as finance 
director and member of the 
executive committee. 

Cescau. who has been 
with Unilever since 1973. Is 
currently group financial 
controller, based in London. 
He started his career in 
Unilever France before 
moving to Germany to 
become chief accountant of 
Unilever's German foods 
business. 

From 1986 to 1989 he was 
commercial director of P.T. 
Unilever Indonesia and from 
1989 to 1991 he was 
national manager of Unilever 
in Portugal. In 1991 he 
returned to Indonesia as 
chairman, a position he held 
until 1995- He became 
president of Lipton, 

Unilever’s combined food 
business in the US, formed 
in 1997. 


Moving 

places 


• Kim Dong-soo has been 
appointed president of 
DuFonJjAaa Pacific, based 


in Tokyo. He succeeds 
Thomas Humphrey who has 
returned to the US to 
become global president of 
DuPont's nutrition and 
health business. Dong-soo, 
the first local president from 
the Asia-Pacific region, wiH 
also be director of 
operations in Asia Pacific. 

He will retain his current 
responsibilities as 
vice-president and general 
manager of DuPont and 
chairman of DuPont Korea. 

• Arthur Hawkins has 
resigned as chairman of 
Exide and will become 
chairman emeritus. Douglas 
Pearson has resigned as 
executive vice-president, 
president of North American 
operations and director, but 
wifl remain a consultant The 
company said It had not 
been satisfied with its 

performance and recognised 
the need for a new operating 
team. Exide's executive 
committee will assume 
day-to-day responsibilities. 
The board has hired an 
executive search firm to help 
find a chief executive. 

• Gerhardt Sundt has 
been appointed a European 
director of Arthur D. Little, 
foe consultancy. He will be 
in charge of telecoms, 
information technology, 
media and electronics in 
Germany. Sundt was latterly 
management board 
spokesman at Deutsche 
Telekom System loesungen. 

• The Thomson 
Corporation has announced 
a streamlined management 
structure, including the 
promotion of David Shaffer, 
executive vice-president and 
a member of Thomson's 
board of directors, to the 
new position of chief 
operating officer. Shaffer 
was president and chief 
executive of the former 
TCPI. 

• Louis Glufiano, senior 
vice-president of ITT 
industries, has been 
appointed to foe new 
position of president and 
chief operating officer of the 
corporation. Giuliano wfll 
manage all operational 
activities for foe $4.4bh 
engineering and 
manufacturing company. 
HekD Kurtz, senior 
vice-president and chief 
financial officer, becomes 
executive vice-president and 
chief financial officer, and 
Richar*) Labrecque, senior 


vice- president of ITT 
Industries, becomes 
executive vice-president of 
ITT Industries. 

• inkombank chairman 
Vladimir Vinogradov has 
officially resigned and has 
been replaced by Boris 
Zenkov, the bank’s first 
vice-presadenL Inkombank, 
Russia's second-largest 
bank, has about 10,000 
corporate and private 
shareholders, including RAO 
Gazprom, several 
metallurgical firms, oil 
exporter Nafta Moskva and 
the European Bank for 
Reconstruction and 
Development The Cerrirak 
Bank placed Inkombank 
under its control in 
September, when foe rouble 
was collapsing and the 
government froze 

foe domestic bond 
market 

• Philipp Holzmann, 
Frankfurt foe German 
construction giant has 
commissioned an 
international construction 
expert with the management 
of Its international business. 
The assignment of Gene 
McGovern as chairman of 
Philipp Hotzman International 
emphasises foe company's 
realignment and its 
emphasis on international 
expansion. 

• Advanced Micro Devices 
has named S. Atiq Raza 
co-chief operating officer. 
Raza win shae the post with 
Richard Previte, president 
and chief operating officer. 
Raza, 49, is currently 
executive vice-president 
chief technical officer, and a 
member of the board at 
Advanced Micro. 

• Gary Cowger, chairman 
and managing director of 
Genera] Motors subsidiary 
Adam Opel in Germany has 
been appointed a 
vice-president and group 
executive - labour relations 
for GM. 

• Salomon Smith Barney’s 
managing director Wader 
Futford has joined foe 
European M&A group in 
London from foe firm's New 
York team. 

• Johan Denekamp has 
been appointed general 
manager and chief financial 
officer for intemationa! 
operations of The Media 
Edge. He was previously 
European chief operating 
officer of CIA, now renamed 
Tempus Group. 



differences in profitability to 
be addressed. Freshfields/ 
Deringer can testify to the 
difficulty Of makin g such 
associations work on a prac- 
tical level let alone carrying 
them through to full merger. 

Second, while the US capi- 
tal markets may eventually 
become less important in 
Europe, it will not happen 
overnight. The establish- 
ment of sizeable euro capital 
markets to rival them will 
take time. For the foresee- 
able future the US capital 
markets are going to be cen- 
tral to the restructuring of 
European business within 
the euro-zone, which means 
that the US law firms which 
have to date secured the 
lion's share of the European 
privatisation work will con- 
tinue to prosper. 

The UK firms talk of the 
US investment banks being 
as much European institu- 
tions as they are American 
these days and of their close 
working relationships with 
them. But their relative lack 
of US securities law exper- 
tise represents a sizeable 
hole in their pan-European 
strategies. 

Strength and depth in US 
securities law are crucial to 
the hanks and are likely to 
remain important indefi- 
nitely. Unless and until the 
UK firms resolve that prob- 
lem, their American cousins 
will continue to give them a 
run for their money in their 
own backyard 


Ruling says 
where the 
rot sets in 



European 

court 


An action brought by the 
buyer of a damaged consign- 
ment of fruit against the car- 
rier of the goods was not an 
action for breach of contract 
but an action for negligence 
or tort within the meaning 
or the Brussels Convention, 
the European Court of Jus- 
tice ruled recently. 

The case arose out of pro- 
ceedings brought by nine 
insurance companies led by 
Reunion Europeenne over a 
damaged cargo of pears from 
Australia received by the 
insured. Brambi Fruits, a 
French company. 

The insurers attempted to 
sue the Austr alian company 
which issued the bill or lad- 
ing. the Dutch company 
which carried the fruit, 
although it was not named 
in the bill of lading, and the 
master of the ship. The fruit 
bad ripened prematurely 
because the ship's cooling 
system failed. 

The French court said it 
had jurisdiction in respect of 
the Australian shipper but 
declined jurisdiction over 
the Dutch carrier and the 
master. The Paris Court of 
Appeal confirmed that deci- 
sion, but tbe Court or Cassa- 
tion stayed proceedings 
pending a ruling from Lux- 
embourg on the Brussels 
Convention which covers 
jurisdiction and the recogni- 
tion and enforcement of civil 
and commercial judgments 
in the European Union. 

The Dutch carrier and the 
master argued that the dis- 
pute was a “matter relating 
to a contract" under the 
Convention because it was 
based on the bill of lading. 

The Court said the phrase 
was to be interpreted inde- 
pendently and could not be 
taken to refer to how tbe 
legal relationship in ques- 
tion was classified by the rel- 
evant national law. 

Under the Convention the 


general principle was that 
the courts of the state in 
which the defendant was 
domiciled would have juris- 
diction and it was only by 
way of derogation from that 
principle in certain cases 
that a defendant might or 
must be sued elsewhere. 

The Court said the bill of 
lading did not disclose any 
contractual relationship 
between Brambi and the 
Dutch carrier and the mas- 
ter. Tbe action against them 
was not therefore a “matter 
relating to a contrajp 
within the meaning of the 
Convention. 

However, the action was a 
matter relating to tort 
within the meaning of the 
Convention. Therefore the 
carrier and the master could 
be sued in tbe courts of 
either tbe place where the 
damage occurred or the 
place where the event giving 
rise to the damage occurred. 

Referring to its earlier 
case law the Court said tbe 
“place where the event glv- 
ing rise to the damage 
occurred" could not be con- 
strued so extensively as to 
include any place where the 
adverse consequences could 
be felt of an event which had 
already caused damage 
which had actually occtn^g; 
elsewhere. ™ 

In cases such as this 
involving international 
transport, the place where 
the damage occurred could 
only be the place where the 
carrier was tu deliver the 
goods, it said. Accordingly, 
the place where the buyer oT 
the goods merely discovered 
the existence of the damage 
could not serve to determine 
the place where the harmful 
event occurred within the 
meaning of the Convention. 

C-51197 Reunion Eur op terme 
and others v Spliethoff's 
Bevrach tings kantaa r and the 
Master of the vessel Alblas- 
qracht. ECJ 3CH. October 27 
1998. 

BRICK COURT CHAMBjgfc 
BRUSSELS 



0- TO SAVE ALL . 

THESE TREES WE W 
•# HELP CHOP • 

• TVWMTUTC nWT A 



••*••• i * 


• • • • 

MV* ,••• 

• •• •• 

• ••••••* 

Tropcd bsriwood trees He more 

nimble m bggec dan otter trees b tbe 


High pro fcrlmhttxvh mane due 
loggen hue do qdos abon faroymg 
oiber trees rfat stain tbor way. 

So aWWF project ■ Com Bia it 
raendmg tnys of Kfliag i net mdmu 
taagng down ssvtnl abets stood i 
And bow » mm* if mdna ba&Jazmg 
i paih through tbe sffratnjdtQg raei. 

If the anfcrtsB n vsd wisely, they 
an be ned fewer. Help WWF prove 
tin in nmfins) Hand tbe wmld, by 
writing to tbe Mcdhcnby Officers trie 
zddftsbdcre 

§ 

WWF 

WbrW Wide Fund For Nature 

(find) Wrijm* Fed! 
bmdwi Sean* IK QmtWb* 


Do you just 
want to make 
a living? 



blood of 


* Or build 
a future? 


Print, Copying 
every business. 

And as an owner of a Kali Kwik Centre you will have 
the perfect introduction eo all those businesses. 

So if you have £45,000 to Invest, the ability to manage 
your awn team and enjoy dealing with customers, 
call us for an information pack quoting FT10 

FREEPHONE 0500 972060 


t&l/ffaik 

PRINT COPT DESIGN 






FT 


F1NANCIALTIMES 

Fbmx 


If your non-life 

depends 

on it 

Ld osrunpnUad gUnd n«Mnk of correseondarts 
xd nfcstry confects pnMte you with np-KHte-mnita 
nm and mdysfsot 


■UMdMlopnwts in nMUirarias 
■hgri md regobtory changes 
■ pcae^bw heaitatilnwBaNHopportingfo 
■compmonf activite and Stancm statue 

Abo found In nch issue 
■eouenlKiuino lag of lotsa aaind h Mrid 


IftqfoblrBMace.iri e n w i iu iilappc InwH i tt 


Annual subscription (25 Issues} £745 UK E775/USS12M overseas 


For your FREE sample copy please cafl 
Laura Butler 

on +44 (0)171 896 2279 or fax on +44 (0)171 896 2274 
quoting ref: 23206A 




I, 


3ZZ 


sc? 


& 


* i 




'i * 




$Afftr*. ; • < 


l J* l 'S 4 > 


\ savj 

(fare i j l0 

Qt sets in 


•rn'i 








*i->- • 

itrirj* — •> ; 


£■» « : . I+’ - 

b,lWV- 

b-v.?..;. 


5'i-t 1 ; *i'. 

«#- -T' 1 • 
£>-•: •> 

£>•■ 

rJ- 



pi ■ 

- f -i » f +■ 
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EQUITIES 


EURO PRICES 


Merger fails to ignite bourses 


CURRENCIES & MONEY 


FT SYNTHETIC EURO RATES 


EUROPEAN OVERVIEW 


Markets Editor 


The chemicals sector set the 
pace in Europe after Ciba 
Specialty Chemicals and 
C lari ant agreed to merge, 
prompting speculation about 
a further round of restruct- 
uring in the industry. 

But neither the strength of 
the sector nor a rise in the 
dollar agaiDst the T>Mark, 
normally a lift to exporting 
stocks, managed to do much 
for the overall markets 
across Europe. 

The FTSE Eurotop 100 
index fell 7.39 or 05 per cent 

fTSE&toclOO 
, - jwtox . • 


to 2^493.13 while the broader 
Eurotop 300 index dropped 
2.72 to 1.084.81. The FTSE 
Ebloc mo index, comprising 
stocks in countries which 
plan to be part of the single 
currency, slipped 3.74 or 05 
per cent to 903.07. 

The chemicals sector 
gained 0.4 per cent, with 
Ciba Speciality up Ecu 10.4 
to Ecu 89.07. Hoeehst, which 
has a 45 per cent stake in 
merger partner dariant. fell 
Ecu 03 to Ecu 37.41. 

Water was the best per- 
forming, sector. trickling 3.1 
per cent higher, as the UK 
stocks rebounded after the 
battering they took follow- 
ing the latest regulatory 

Bond yield cave 
Par cent fftoreratwr 9 1898) 


review. Severn Trent was up 
Ecu 0.6 at Ecu 14.72 and 
Thames Ecu 05 to Ecu 16.09. 

The telecoms sector stood 
up well to the announce- 
ment of the France Telecom 
sale, rising 0.1 per cent on 
the day. The French group 
gained Ecu 02 to Ecu 56.15; 
Deutsche Telekom was up 

Ecu 0.5 at Ecu 2352. 

A shift in sector strategy 
was unveiled by Salomon 
Smith Barney. “Equities still 
look cheap relative to bonds, 
both on a conventional yield 
ratio and a risk premium 
basis. But the extraordinary 
valuation gap we have high- 
lighted over the past few 
weeks has begun to close. 


European equities are still a 
buy. but no longer a scream- 
ing buy," says Mark Howdle, 
European strategist. 

“However, as our appetite 
for risk increases, we will 
continue to relax our defen- 
sive strategy. We remain 
overweight in sectors with 
limited earnings downside, 
such as insurance and phar- 
maceuticals. and we are 
r esisting the temptation to 
pile into cyclicals. However, 
we are restoring banks to 
overweight, as the best sec- 
tor play on a recovering 
market, a nd raising media to 
overweight as well, while 
downgrading telecoms and 
utilities to neutral.'' 
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INTERNATIONAL CAPITAL MARKETS 


- BANKING ‘BUND POOL’ SECURITISATION 


Commerzbank 
breaks ground 
in loan risk 


US rebound lifts European prices 


EDB to 
increase 
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GOVERNMENT BONDS 


By Jeremy Grant n London 
and John Labate in New York 


By Clay Hauls, 

Banking Correspondent 


Commerzbank has broken 
new ground by persuading 
investors to take over the 
risk on a large portion of its 
loan portfolio without know- 
ing the identities of any of 
the borrowers. 

The insurance policy on 
the “blind pool” of assets 
was disclosed last week by 
Peter BUrger, head of the 
German bank's UK brunch, 
at a Foreign Banks and 
Securities Houses Associa- 
tion conference for general 
managers. 

He said the method could 
become a useful tool for risk 
diversification because it 
allowed banks to lay off 
exposure without jeopardis- 
ing relationships with large 
borrowers, which would 
never know if their loans 
were involved. Other bank- 
ers said this had been a criti- 
cal factor holding back the 
securitisation of loan portfo- 
lios in Europe. 

The size and terms of the 
private placement, which 
took place this year, were 
not revealed, but Mr Burger 
said half of Commerzbank's 
UK loan book was insured so 
that the bonk “doesn't carry 
direct risk any more". 

Fabio Salvalaggio. Com- 
merzbank's head of securitis- 
ation, said the deal had been 
a “very large transaction” 
involving assets in other 
European countries includ- 
ing the UK. 

“German banks are 
obliged not to reveal the 
name of underlying borrow- 
ers.” he said. Commerzbank 
gave assurances to investors 
that a certain percentage of 
the loans were rated by cred- 


it-rating agencies, and that 
tbe agencies had tested and 
vouched for the bank's own 
techniques for assessing 
unrated loans. Investors 
took on no risk exposure to 
Commerzbank itself, only to 
tbe loans. 

Relationships with borrow- 
ers were at the foreEront of 
concerns of several bankers 
at the conference. 

Jan Pethick. head of global 
debt origination at Dresdner 
Kieinwort Benson, said 
European banks appeared to 
be drawing back from ambi- 
tious plans for cross-border 
expansion, in favour of 
defending their home terri- 
tory. “Banks have become 
more security conscious, 
more franchise-aware.” 

There were also caveats 
about the use of credit deriv- 
atives to diversify loan port- 
folio risk. Ron Stanley, Euro- 
pean general manager for 
Royal Bank of Canada, said 
shifting exposure from direct 
borrowers to derivatives 
counter-parties was problem- 
atic because there were 
fewer of tbe latter. 

Angus McLennan, senior 
executive vice-president of 
Den Danske Bank, was one 
of several bankers who 
noted the danger of relying 
on derivatives traders whose 
training and aptitude were 
in markets rather than in 
assessing credit risk. 

Mr Pethick said some 
banks were dealing with 
instruments that were “mis- 
used. misunderstood and not 
stress-tested”. 

He added: "In many cases. 
It’s a time-bomb ticking for 
banks which don't fully 
understand the risk - either 
legal or systemic - they're 
taking on.” 


European prices ended 
higher yesterday after a mid- 
day rebound In US Trea- 
suries invigorated global 
bonds towards the close of 
trading. 

However, volume was 
thin, indicating that inves- 
tors and traders are unsure 
of the market's near-term 
direction. 

Some analysts say tbat 
while the recent recovery in 
equity prices has sapped 
safe-haven Bows into bonds, 
there Is a chance that equi- 
ties may be vulnerable if the 
global economic slowdown 
hits corporate earnings hard. 
Tbat could see government 
bond yields moving lower, 
they say. 


Andy Be van, senior inter- 
national bond economist at 
Goldman Sachs, said the bal- 
ance of risks favoured lower 
yields because of the scale of 
the recent interest rate cut- 
induced correction in bond 
prices. He forecast that the 
10-year US Treasury yield 
would fall to 4.6 per cent, 
from about *L9 per cent 

“Europe is a less exciting 
story because they never 
really built in any signifi- 
cant degree of central bank 
easing," he said. 

However, same say a rally 
is not around the comer as 
there could be some de-lever- 
aging by hedge funds, which 
would create uncertainty. 

Emerging market bonds 
were lower and volume was 
also thin as traders waited 
for oews on a 330-$45bn aid 
package for Brazil. Venezue- 
lan debt, bowever. was 


sharply weaker amid fears 
that Hugo Chavez, the for- 
mer coup leader, was poised 
to win presidential elections 
next month. 

US Treasuries rallied in 
early afternoon trading as 
equities fell, with traders 
preparing for tbe week’s bill 
auction. 

The 30-year bond, the 
benchmark for long-term 
interest rates, was 1& higher 
at sag, sending the yield 
down to 5.319 per cent. 
Among shorter-term issues, 
the 10-year note was up -ft to 
98r£. yielding 4886 per cent, 
and the two-year note had 
gained £ to 98}S. yielding 
4.569 per cent. 

“I think we reached levels 
that were too cheap, espe- 
cially at the short-end of the 
market." said Marcello Frus- 
taci. senior vice-president 
and trading manager at 


Daiwa Securities America. 
“Last week we had a lot of 
corporate deals and tbat was 
where the money went." 

Despite the recent rebound 
in shares, many analysts 
continue to expect at least 
one more interest-rate cut by 
tbe end of the year. 

UK gilts recovered from 
early weakness to end the 
session firmer. The Decem- 
ber 10-year gilt future settled 
up 0.11 points at 113.94 in 
modest volume of 27,000 con- 
tracts traded. 

UK producer prices fell 02 
per cent in October from the 
previous month, showing 
price pressure at the factory 
gate remains subdued and 
underlining what economists 
say is a deflationary trend in 
the UK economy. 

The next statistical target 
for gilts is the Bank of 
England's inflation report 


tomorrow. Kevin Adams, 
gilts strategist at Barclays 
Capital, said the market 
would be looking to see 
where the Bank had “drawn 
the line" for inflation. 

"We're looking pretty tired 
right here [at these levels]. If 
we don't get good news out 
of the report the market will 
more or less pads its bags 
for the rest of the year," Mr 
Adams said. 

German bond futures were 
supported throughout most 
of the day by weaker stocks. 
The December 10-year bund 
future was 0.40 points higher 
at 111-94 in late trade. 

• The Bundesbank and 
European Central Bank 
(ECB) policy-making coun- 
cils will meet on alternate 
Thursdays once the ECB 
tekas over monetary policy 
control next year. Renters 
reports- 


borrowing 
by $9bn 

By Khorem Merchant jp 


Toyota launches 
global offering 


New international bond issues 


INTERNATIONAL BONDS 

By Khozem Merchant 


Toyota, the Japanese vehicle 
maker, yesterday launched a 
global bond that surprised 
some European bankers by 
offering a very generous 
spread to investors. 

The issue was priced to 
yield 94 basis points over 
five-year US Treasuries and 
tightened by about 10 basis 
points after launch - a mea- 
sure of “how reasonably, if 
not cheaply priced it was”, 
said a banker. 

A comparable triple A 
credit from General Electric 
Capital Corp Is trading at 60 
basis point over five-year 
Treasuries. 

Toyota's last significant 
five-year dollar issue in 
April was priced to yield 32 
basis points over Treasuries. 


a reflection of the dramatic 
spread widening In the mar- 
ket since then. 

“This was a bargain.” said 
one banker. “Issuers are still 
cautious. They don't want to 
stuff the market with 
unwanted deals.” he said. US 
investors took up half the 
Slbn issue. 

Household Finance Corpo- 
ration, the big US consumer 
finance group, issued a Slbn 
bond that was mainly 
absorbed by US investors. 
The 10-year issue was priced 
to yield 157 basis points over 
10-year Treasuries, in line 
with the spread on its out- 
standing paper. 

Bankers said the bond, 
arranged Morgan Stanley 
Dean Witter and Merrill 
Lynch, was helped by the 
success of the borrower's 
DMlbn offer last week, one 
of the first lower-rated offer- 


Borrower 

■ US DOLLARS 

Araoml 

DL 

Cowan 

% 

Price 

Matuttf 

Fees 

% 

Household Finance Corp 

Ibn 

660#{a) 

B9.79R 

Nov 2008 

0.45R 

Toyara Motor CrarSt Carp 

Ibn 

5.6259 

B9637H 

Nov 2003 

oaaR 

Oest KontroObankfa) 

250 

4-625(8 

96.053 

Nov 2003 

oa 

■ STSUINO 

European bV merit BanMb} 

100 

6.00 

10T.53 

New 2004 

0275 

■ FRENCH FRANCS 

France TelBconuc)f 

lObn 

I2-2VU 

lOODO 

Jan 2004 

undad 

■ YEN 

Nomtsa Global Fundnq 

70bn 

1^09 

9969 

Nov 2002 

0.40 

■ SWISS FRANCS 

John Hancock Globed Fndg 

500 

3.75 

102.46 

Deo 2008 

Z75 

Kaltax 

100 

225 

loaio 

Doc 2004 

2.25 


HSBC Markets 


Nomura International 


CSFB 

Deutsche BanlgSnftz) 


final terms. ron-caKrtte uitoss stated. YteM spread (over relevant government bone? at launch supplied by rTwroger. 
§ConverilUfl. SSenv annual coupon. R: fixed re-otter price; fees shown at re-offer level «) Fungtolo with SSOttn. Plus 16 
days accrued, b) Fuigibfe wOh E1.2bn. No accrued, d fixing approx 2B/11/98. tndcated com pram: 23-28%. Calabta from 
1/1/Q2. sit^ea to 115% hutSa, at per. 10 shares per bond. 11% greanahoa. I) Long 1st coupon, n) Short let coupon. 


ings In a European currency 
since the markets crisis. 

Tbe Inter-American Devel- 
opment Bank announced the 
launch of a Slbn bond to be 
priced today. The 10-year 
issue is expected to be priced 
to yield 63-65 basis points 
over US Treasuries, an entic- 
ing pick-up to outstanding 
IDB paper which is trading 
at 60 basis points over Trea- 
suries in the secondary mar- 
ket IDB paper has tradition- 
ally traded at a premium to 


other regional development 
h ank s. The bond is being 
arranged by J.P. Morgan and 
Morgan Stanley Dean Witter. 

France Telecom launched 
a FFrlObn convertible bond 
issue arranged by Paribas. 
The final terms will be 
announced later this month. 

Turkey yesterday 
announced it was returning 
to the international capital 
markets. It has awarded 
Commerzbank and Deutsche 
Bank the mandate to 


arrange its fifth bond this 
year issue, which bankers 
say is likely to be for 
DM300m-DM500m and of a 
three to five-year maturity. 

It would be the first time 
Turkey has tapped tbe 
global capital markets since 
May. when it shelved plans 
for a lira issue. Turkey 
raised $1.9bn in the four 
months to April this year, 
before abandoning its bor- 
rowing programme because 
of poor market conditions. 


The Inter-American 
Development Bank is to 
raise an additional $9bu 
from global capital markets 
in the next two years to lend 
to Latin American sovereign 
casualties of the financial 
crisis. 

Some of tbe proceeds will 
contribute to the Interna- 
tional Monetary Fund's 
recently announced $30bn 
package for Brazil, the most 
vulnerable Latin American 
economy. 

The IDB will also use some 
of tbe funds to co-finance 
special loans with the World 
Bank, said Carlos Santis#^ 
van, senior deputy fiaaim* 
manager and Treasurer at 
the IDB. 

The hank's planned bor- 
rowing of $6bn this year, of 
which $4bn has already been 
raised. will remain 
unchanged. A new $ibn 
global bond will be launched 
this week. The mandate for 
the 10-year bond has been 
awarded to J.P. Morgan and 
Morgan Stanley Dean Witter. 

However, next year the 
bank will increase its 
planned borrowing from 
$4bn to J8bn. In 2000, bor- 
rowing will rise from an 
expected $4bn to about $8bn. 
Borrowing will fall to $4bn- 
$4.5bu in 2001. said Mr San- 
Listevan. 

Loans made from the 
of extra borrowings will 
of shorter maturity and pay 
higher interest rates than 
existing loans. 

The new loans are 
designed to help Latin Amer- 
ican economies sustain eco- 
nomic reform programmes 
threatened by tbeir limited 
access to global capital mar- 
kets and the general liquid- 
ity contraction. The funds 
are likely to be disbursed 
over the next 15-18 months. 
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CURRENCIES & MONEY 


Dollar struggles to make clean break 


WORLD INTEREST RATES 


MONEY RATES 


MARKETS REPORT 


The dollar yesterday 
bounced up above the YI30 
barrier but appeared to lack 
sufficient momentum to 
break out of the range it has 
traded in for several weeks. 

After breaking above the 
Yi 2 i level in midsession 
European trading, the rin j in y 
beat off rumours of spuing 
by European central banks 
to close in London at Y1213, 
three yen higher than Fri- 
day’s dose of Y11&3. 

It also rose against the 
D-Mark, hitting a six-week 
high and closing up over two 
pfennigs higher at DM1.688. 

■ A variety of factors were 
cited as contributing to the 
dollar’s rise, though none on 
its own was regarded as a 
compelling reason for a sus- 
tained appreciation. 

The prospect of an IMF 
loan for Brazil, the increas- 
ing possibility of military 


POUND SPOT FORWARD AGAINST THE POUND 


action against Iraq and toe 
resignation of Newt Gingrich 
as Speaker of the House, 
confirming good prospects 
for greater political stability 
in the US, were all seen as 
positive for the dollar. 

“But overall, apathy 
ndes.* said Steve Barrow, 
currency strategist at Bear 
Steams in Inndon. “Traders 
are interested in kee ping vol- 
atility to a minimum and 
flows rather than fundamen- 
tals are the thin g driv- 
ing the market** 

Mr Barrow said that flows 
on their own should be 
enough to drive toe dollar 
to Y126 by the year end, 
but that the dollar lacked 
enough momentum to regain 
the ground it lost so dramat- 
ically in early October. 

Analysts looking at the 
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technical ride for toe dollar 
suggested that toe currency 
would have to break through 
Y123.5 before many partici- 
pants joined the move. 

“People are concerned at 
getting sucked into a false, 
break,” said Ian Gunner, for- 
eign exchange strategist at 
ABN-AMRO in London, 

“The risk-reward picture is 
better for dollar-yen than for 
dollar-DMark," be said. “So 
there is a potential for a dol- 
lar recovery against the yen. 
And because the dollar fell 
so quickly, there aren’t 
many [resistance] levels 
above Y120 it has to break.” 

But the repeated failure of 
the dollar to make a convinc- 
ing break above Y120 in 
recent weeks implied the 
need for an obvious trigger 
to lddcstart toe move. 

■ Growing optimism that 
Brazil win avoid a rapid and 
forced devaluation has been 
reflected in a gradual rever- 
sal of the flood of dollars 
leaving the country. 
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The foreign exchange mar- 
ket saw a net inflow of $4Lm 
on Friday. The total outflow 
for October totalled (L9bn 
after a $i&9ba loss in Sep- 
tember. The International 
Monetary Fund is expected 
to agree a loan package of up 
to $ 45 bn this week. 

“Brazil has been very skil- 
ful in playing on market 
expectations,” said Torn Tre- 
bat at Salomon Smith Bar- 


ney in New York. 

“This eye-dropper 
approach to reform means 
that markets have been 
made to wait for each piece 
of good news, creating posi- 
tive expectations for the 
future mid giving the crisis 
of confidence a chance to 
simmer down." 

■ Sterling also had a good 
day yesterday in the foreign 
exchange markets, keeping 
pace with the dollar against 
the D-Mark and the yen. 
though most of the news in 
the day appeared to be nega- 
tive for toe currency. 

The pound finished at 
DM2A00 in London trading, 
up from DM2.764 on Friday. 

■ OTHER CURRENCIES 
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Q*ri 1*49X97 • 49.1002 295580 • 295820 
Hwpy 33577 • 359594716730 - 716530 
tori 4979.40 - 497780 300000 • 300000 
Kute 05015 - 05028 05023 -03028 
Pm 5.1200 - 5.1271 10060 - 3.0090 
Rated 55907 - 55998 34300 ■ 34340 
testa 205797 - 20SG8 155000 - 165000 
UAL 6XS-6JSBB 18728 - 35732 


Sterling rase despite two 
apparently weakening fac- 
tors. It shrugged off press 
reports that it might come 
under pressure at toe end of 
the year as traders seek to 
sell off the sterling portion 
of their ecu baskets as these 
baskets become convertible 
for eons, and ignored very 
weak producer price data. 

Some of sterling's strength 
derived from toe traditional ■ 
coat-tailing of the currency , 
with the dollar, said ana- I 
lysts. But there were also 
rumours of important flows 
coming in, notably a £ 2 bn ; 
bid for London Electricity 
from a French company. 

Analysts also seemed to be 
consolidating round the view 
that the aggressive SO basis 
point cut in UK interest 
rates last week lessened the 
chance of another cut this 
year. Short sterling con- 
tracts. although settling 
higher yesterday than on 
Friday, did not regain the 
ground lost after the rate cut 
was announced last week. 
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Nickel braced I Further fall forecast in LME metal prices 


for processing 
revolution 


By Kenneth Gooding, 
Mining Correspondent 


By Stephen Wyatt In Sydney 


A revolution in the nickel 
market trill occur if netv pro- 
cessing techniques prove 
successful, according to ana- 
lysts speaking at the Asia- 
Pacific Nickel Trends confer- 
ence in Sydney last Friday. 

World production could 
double in the next five years 
and all high-cost producers 
would be put out of busi- 
ness. they said. 

The nickel industry is still 
divided on how successful 
high-pressure acid leach pro- 
cessing of laterite nickel 
deposits will be. But it is 
crunch time, with the first 
such project commissioned 
this month in Australia. 

The nickel market has 
already factored some of this 
potential supply increase 
into prices. Coupled with the 
Asian recession- induced col- 
lapse in demand for stainless 
steel, nickel's main end-user, 
prices fell to their lowest last 
month for 11 years. 

Since those lows, the mar- 
ket has bounced back as 
scepticism about the success 
of new processes and speed 
of production increases were 
also priced in. Even so, cur- 
rent prices show the indus- 
try' is in trouble. 

inco. the world’s second 
largest uickel producer, 
recently announced a third- 
quarter loss of S24m and 
Falconbridge announced a 
$ 10.5m loss. 

“We estimate that at $1.75 
a pound, around 60 per cent 
of current western produc- 
tion is cash-flow negative 
and all producers are losing 
money on a total cost basis," 
said Adam Rowley and Jim 
Lennon, commodities ana- 
lysts with Macquarie Bank. 

The nickel industry was 
experiencing difficulties 
even before the potential 
production explosion. 

This month, Centaur Min- 
ing. the first Australian lat- 


erite nickel producer, will 
commission stage 1 of its 
Cawse project, near Kalgoor- 
lle in Western Australia. 

Anaconda Nickel Ltd's 
Murrin-Murrin and Preston 
Resources' Buloug Nickel 
projects will follow. 

Cawse l should produce 

8.000 tonnes of nickel in 

1998- 99: Bulong 1 should pro- 
duce 9,000 tonnes in 

1999- 2000; and Murrin-Murrin 
38,000-15,000 tonnes in 
1999-2000, said Dr Alan Heap, 
commodities analyst with 
Salomon Smith Barney. 

If these producers prove 
that high-pressure add leach 
processing of laterite nickel 
is successful, this will just 
be the beginning. 

"The revolution about to 
be forthcoming in laterite 
nickel processing", as 
Adrian Griffin of Preston 
Resources NL calls it will 
enormously boost the 
world’s supply of nickel. 

it will probably add about 
-150.000 tonnes and possibly 
as much as 1,190,000 tonnes 
by 2003, said Dr Heap. Of 
this, the Australian contri- 
bution will be about 240.000 
tonnes, and perhaps as much 
as 570,000 tonnes. 

Current western world 
nickel production is about 

720.000 tonnes, so the poten- 
tial world increase of 450.000 
tonnes would be a signifi- 
cant 63 per cent rise. 

Laterite nickel producers 
and their supply will also 
push the industry cost curve 
down. It will be a matter of 
cutting costs or getting out, 
said Dr Heap. 

He forecasts the average 
cash cost of nickel in 2003 
will fall to $1.50 a pound, 
down from this year’s $1.95 a 
pound - a 22 per cent fall. 

The main Australian later- 
ite producers are forecast to 
have cash costs in 2003 of 
between 70 cents and $1.25 a 
pound, depending on the 
producer. 


London Metal Exchange 
traded metals prices will 
continue to foil next year, 
according to the research 
team at Billiton Metals. 
Nickel will be the most 
badly affected and Billiton 
expects the average price 
next year to be nearly 44 per 
ceui below 199TS average. 

Angus MacMillan and 
Karen Norton, the Billiton 
team, have brought forward 
their annual forecasts 


because their work for Billi- 
ton is ending after nine 
years. Billiton Metals has 
been sold to Metallgesell- 
schaft and from, now on Billi- 
ton clients will receive MG 
research material produced 
in co-operation with War- 
burg Dillon Read. 

Ms Norton and Mr Mac- 
Millan made it clear their 
views on metals had not 
been coloured by their per- 
sonal situations. “You have 
not heard the last of us," 
they said. “For God’s sake, 
put your hankies away.” 


Tear-shedding should be 
reserved for some mining 
groups which, if the Billiton 
forecasts are accurate, are 
facing a very tough environ- 
ment in 1999. 

Billiton predicts there will 
be deliberate cuts and sup- 
ply side problems that will 
constrain nickel output, but 
this will be offset through 
expansion elsewhere and 
start-up of new capacity, par- 
ticularly in Australia. 

“Even allowing for a 
decline in Russian exports, 
this market will record fur- 


ther surpluses both this year 
and next, reflecting weak 
demand from the stainless 
steel industry," the team 
said in the last of Its weekly 
metals research reports. 

They said nickel, which 
averaged $3.20 a pound in 
1997, will average $2.10 this 
year and $LS0 next 

Copper Is predicted to 
show the second biggest fall 
t his year, from $1,032 a 
pound to 75 cents, or one or 
27J3 per cent, and to slip by a 
further 6.7 per cent to an 
average 70 cents next year. 


Aluminium is likely to fell 
by 14.5 per cent this year, 
from last year’s average 72.5 
cents a pound, to 62 cents, 
and then to slip by a further 
3 per cent to 60 cents. 

Lead is forecast to foil 15.2 
per cent from last year’s 28-3 
cents a pound to 24 cents 
and by a further 12.5 per 
cent to 21 cents In 1999. 

zin c is seen foiling by 222 
per cent from last year’s 59.8 
cents a pound to 46.5 cents 
this year and to slip another 
3.2 per cent to an average 45 
cents next year. 


Tin is predicted to Tall 
only 2.3 per cent to $2.50 a 
pound this year and by 4 per 
cent to $2.40 next year. 

Ms Norton and Mr Mac- 
Millan said prices have 
dropped because metals- 
ia tensive activities in Japan 
and Asia have stopped, 
although demand in Europe 
and North America has held 
firm. "The extent to which 
these areas will continue to 
offset Asian weakness will 
be the critical issue for 
metal demand next year," 
the researchers suggest. ' 


Kenya in crisis over 
sugar transit fraud 


The industry is already suffering from low 
prices and inefficiency, says Mark Turner 


T he expected trial this 
month of Fahim Twaba, 
Kenya's recently sacked 
assistant minister for natu- 
ral resources, has brought 
into sharp focus the crisis 
facing the east African coun- 
try’s sugar sector. 

Mr Twaha, who denies the 
charges, stands accused of 
diverting large quantities of 
duty-free sugar, destined for 
re-export, on to local mar- 
kets, undermining a domes- 
tic industry already suffer- 
ing from a combination of 
local inefficiency and drop- 
ping world prices. 

It is Ear from an isolated 
case. According to Mark Too. 
the head of Kenya's para- 
statal sugar authority, well- 
connected traders evaded 
import duties on up to 90.000 
tonnes in the first eight 
months of the year. 

Meanwhile, the country's 
seven sugar companies are 
saddled with 80,000 tonnes of 
unsold stocks and are in 
default to their financiers. 

“The sugar industry in 
Kenya has been facing its 
worst crisis for many years," 
says David Coveil, regional 
director for Booker Tate, 
which manages state-owned 
sugar company Mumias. 


With up to l.5m people in 
a country of 30m dependent 
on the industry, the problem 
has taken on a profoundly 
political hue. and even Dan- 
iel arap Mot the country’s 
president, has seen fit to rail 
against transit fraud. 

The International Mone- 
tary Fund, which is expected 
to start talks on relaunching 
Kenya's structural adjust- 
ment facility this year, has 
also taken note or events. 

“These problems do great 
damage to the domestic 
sugar industry, which has a 
very negative impact on 
unemployment and the econ- 
omy," says an IMF official. 

Under growing pressure, 
the government recently 
increased a sugar import 
levy to 40 per cent and 
raised import tariffs on 
imported sugar to 95 per 
cent. Unprotected domestic 
produce, which costs about 
$500 a tonne before tax to 
produce, faces world prices 
of $250 a tonne or lower. 

However, the move 
quickly encountered scorn 
from government critics. 
“The issue is not the amount 
of duties, but the exemp- 
tions," says Paul Muite, head 
of opposition party S afina. 



By Paul Saimaa 
and Kenneth Goocfing 


Same 1.5m Kenyans depend on the sugar industry Panos Pictures 


“Raising duties will mean 
even higher windfalls for the 
sharks." 

Rejecting these criticisms. 
Mr Too, who has close ties to 
the president, insists that he 
is personally overseeing a 
crackdown on the ports and 
the transit system. 

According to the sugar 
companies, recent measures 
have brought some improve- 
ments. Mr Covell says the 
price of imported sugar had 
Increased from about 
Ks 32,000-Ks 34,000 ($537-$570l 
to Ks 35,000-Ks 36.000 ($587- 
$604) a tonne - compared 
with local produce, which 
sells at Ks 36,000. 

Nevertheless, he com- 
plains that there is still evi- 
dence of Import fraud. 

“If all the duties were 


paid, imported sugar would 
sell at about Ks 39-40.000," 
says Mr CovelL 

Also, legitimate importers 
are growing increasingly 
critical of the new tax 
regime. Maina Kariakl of 
Coca-Cola North Africa. Ken- 
ya's largest importer of 
refined white sugar, warns 
that it might have to 
increase prices by a third if 
something is not done. 

“Although the Import duty 
for us has been reduced 
again to 25 per cent, we still 
face a huge levy," says Mr 
Kariaki. “Industrial users 
are demanding a special 
quota, where everybody 
knows exactly who is con- 
suming the sugar, and what 
quality it is. We believe this 
is very viable." 


Crude oil prices fell again 
yesterday after the Interna- 
tional Energy Agency low- 
ered its forecast for global 
demand. 

Demand will rise this year 
by 550.000 barrels a day (bpd) 
compared with 2m bpd in 
each of the past two years, 
the agency said, citing lower 
than expected consumption 
in the US, Mexico, South 
Korea and China. 

Next year, demand will 
rise by 400.000 bpd. said the 
IEA, the energy arm of the 
Organisation for Economic 
Co-operation and Develop- 
ment. 

In late trading on Lon- 
don's International Petro- 
leum Exchange, the bench- 
mark December contract for 
Brent blend dropped to 
$12.21 a barrel from Friday's 
dose of $1*35. Th* price has 
been falling steadily since 
the beginning of last week; 
just over a week ago the con- 
tract traded at $13*2. 

“The IEA report depressed 
those who were looking for 
stronger prices In the next 
few months,” said Leslie 
Nicholas, energy analyst at 
GNI in London. “The fore- 
cast for a cold winter was 


going to be a stock over- 
hang." 

However, Mr Nicholas 
expects prices to recover. 
“There is background con- 
cern about the situation 
with Iraq in the Middle East, 
and we should still see a 
stock draw-down this winter, 
which will boost prices." 

Cocoa futures weakened 
on the London International 
Financial Futures and 
Options Exchange, the 
December contract finishing 
down Eli at £973 a tonne 
after a bout of fund selling. 

On the London Metal 
Exchange, there were signs 
that there could be a squeeze 
in the aluminium market in 
January, dealers said. Then 
suggested a battle was loom*! 
ing between trading houses 
that were long of aluminium 
and hinds and Asian traders 
who were short. 

On Friday a premium 
developed for aluminium for 
delivery on some January 
dates compared with metal 
for immediate delivery. 

At one stage yesterday the 
premium doubled from Fri- 
day's level to $2 a tonne, but 
by the close had eased to 
$1.50. Aluminium for deliv- 
ery in three months was $2 a 
tonne lower at $1J315 at the 
close. 
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ACROSS 

1 Oar need to reset my book 

(11 >. . 

7 Position for patient charac- 
ter in old Jewish commu- 
nity 0} 

9 Clown takes a drink (5) 

10 Origins of any dead lan- 
guage became an obsession 
O) 

11 Pamela reversed into Don ~ 
just what rally driver 
needs (9) 

12 The engineers put on sym- 
pathetic expression (5) 

13 Football team always pre- 
ceding, not receding (7) 

15 Why they say old member 
goes on trek (4) 

18 Half want this paper to be 
carried on the air (4) 

20 Frank, seeing that, takes 
note (7) 

23 MS surface being repaired, 
creating confusion <3-2) 

24 Adapt plan and use in area 
mostly sea-girt (9) 

26 Fish and fruit only (5,4) 

27 Big fella, brown, full of sex 
appeal <5) 

28 Still, so far (3) 

29 Second XI wave with a 
force that’s irresistible (li) 


DOWN 

2 Date put on community 
brand is this one (8) am 

2 Topless? Not an interna-” 
tionah (8) 

3 Get away from girl before 
small boy turns up (5) 

4 Leg before and bowling 
continually (2-3-2) 

5 Methodical hospital assis- 
tant (7) 

6 Chants may disturb sailor 
0 ) 

7 He has a tendency to asso- 
ciate with skilled wood- 
worker <6) 

8 Prohibited sound made by 
players (6) 

14 Ceremonial clothes are 
catching on, son (9) 

Ifi But in later • uprising 
there's a contrary conten- 

_ tion(8) 

17 Hang on to most of her fee 
( 8 ) 

19 Loop the loopy? Super! (7) 

20 Ray’s total includes the oild 
bean (7) 

21 Use printer’s spacing trick 

( 6 ) 

22 Excused them appearing W. 
briefly in previous training 
exercise (6) 

25 Other ranks tan go over 
the explosive (5) 
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Report by IEA 
depresses oil 

expected to help oil priceA 

MARKETS REPORT but it now looks like there's^ 
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Solution to Saturday's prize pqale on Saturday November 21. 
Solution to yesterday's prize puzzle on Monday November 23. 
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LONDON STOCK EXCHANGE 
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Earnings concerns as profit-taking hits equities 


FT5E AH-Stare tatex 




MARKET REPORT 


By Steve Thompson, 

UK Stock Market Editor 


intermittent flurries of 
profit-taking and a general 
feeling that much of the 
good news on interest rates 
is already factored into stock 
prices saw London's equity 
market retreat yesterday. 

But there was never any 
great weight of selling pres- 
sure and the leaders finished 
well clear or the day's lowest 
levels, thanks to a burst of 
buying in the final minutes 
of the session. 

• That flurry of support saw 


the FTSE 100 index, which 
looked as if it would suffer a 
three-figure loss and finish 
below 5,400, rally over 30 
points in as many seconds. It 
ended 57.1 ofT at 5.433.9, but 
at its worst it was down 91.9 
at 5.399.1. 

For the mid-caps and 
small caps, it was a case of 
marking time. Both catego- 
ries drifted easier after an 
early rally ran into the sand. 
The FTSE 250 closed 7.2 
down at 5.433.9 while the 
FTSE SmallCap ended 0.3 
easier at 2.066.4. 

The genera] lethargy 
affecting London was well 
illustrated by the relatively 


poor turnover level yester- 
day. By 6pm only 710m 
shares had changed hands, 
well below recent levels, 
even for a Monday. 

Dealers said that with last 
week's 50 basis points reduc- 
tion in UK interest rates gen- 
erally seen as the last piece 
of good news for the time 
being, the stock market 
would struggle to make any 
further rapid progress after 
its stunning performance 
over the past month or so. 

They also pointed out that 
the market was constantly 
on the alert for more profit 
warnings. There has been a 
steady flow of such warnings 


in recent months, which, 
combined with more expec- 
ted analyst downgrades, may 
well upset share prices. 

Optimists said one of the 
few remaining short-term 
attractions for the stock 
market - takeovers and 
mergers apart - was the 
prospect of another cut in 
US rates after the next meet- 
ing or the Federal Reserve’s 
open market committee, 
scheduled for November 17. 

Others took the view that 
the Fed’s surprise reduction 
in its Fed Fluids and dis- 
count rates, in the middle of 
October and outside a regu- 
lar open market committee 


meeting, would mean 
another cut so soon would 
be unlikely. 

The day’s economic news, 
on producer price data for 
October, continued the evi- 
dence of declining inflation- 
ary pressures. Output and 
input prices both fell 0.2 per 
cent month on month. 

. Wall Street failed to come 
to London’s rescue yester- 
day. Up almost 60 points at 
the close on Friday evening, 
the Dow Jones Industrial 
Average fell back early yes- 
terday posting a 60-point 
decline as London closed., 
and dropping even further 

afterwards. 


A Merrill Lynch survey of 
UK fund managers, taken 
before the Bank of England 
cut interest rates, showed 
that they remain buyers of 
UK equities, even though 
they no longer see the mar- 
ket as undervalued 
They expect the economy 
to grow by just over one per 
cent over 1999. With poor 
top-line growth expected. 86 
per cent of fluid managers 
see the 12 -month profit out- 
look as unfavourable. They 
expect earnings per share to 
grow by just 1.7 per cent A 
balance of 28 per cent favour 
mid-cap stocks over Footsie 

constituents. 
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Merger 
talk lifts 
oil rivals 


COMPANIES REPORT 
By Peter John and Martin Brice 


Lasmo and Enterprise were 
the latest targets Tor the 
takeover speculators’ loose 
cannons yesterday. 

Shares in both oil explora- 
tion and production compa- 
nies moved sharply forward 
in spite or the sogginess in 
equities and the overall 
weakness in the oil price. 

Lasmo tvas up 7’s at I77 j -p 
and Enterprise 17 at Jtep as 
a story went round dealing 
desks late in the day that the 
two old rivals were prepar- 
ing to bury the hatchet and 
merge their operations. 

One analyst said there was 
a lot of operational logic as 
consolidation would give 
Enterprise access to the 
politically risky but poten- 
tially lucrative areas which 
form Lasmo s portfolio. And 
it would provide Lasmo with 
.a more solid basis. 

Oil specialists calculated 
cost savings resulting from a 
.merger would boost the com- 
panies' combined net asset 
.value by up to 10 per cent. 

Nevertheless, most ana- 
lysts were sceptical. Enter- 
prise and Lasmo manage- 
ments were embroiled in a 
gruelling, bitter bid bottle 
four years ago and are 
■believed to be still carrying 
the scars. 


Neil Perry, exploration 

and production specialist at 
HSBC Securities, said: ‘"An 
agreed merger is unlikely. 
The strategies of the two 
companies are almost dia- 
metrically opposed.” 

Everyone thinks Halifax 
will do something with its 
£4 bn in loose change. The 
only problem is that they 
cannot agree what. 

It was for that reason that 
the mortgage lender's share 
price held up well on a tem- 
pestuous day while the com- 
panies linked with it all fell 
spectacularly yesterday. 

Hardest hit was Royal 
Bank of Scotland, second 
biggest casualty in the Foot- 


sie with a slide of 61 to 827p. 
However, that 65 per cent 
slide only reversed the 645 
per cent rise the shares saw 
last week. 

Royal Bank was the first 
in the latest round of Hali- 
fax-related rumours after 
one broker published a big 
buy note and hi ghligh ted the 
potential fit- 

Later. Prudential was 
linked with Halifax in a 
newspaper report that said 
the two companies had dis- 
cussed the prospect of a 
£36hn merger. 

The shares jumped 4.7 per 
cent last week and retraced 
only 2 per cent or 16 to S13p 
yesterday. 


Best and worst performing FTSE sectors 
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Finally, one Sunday news- 
paper suggested Halifax had 
been in talks with Barclays 
over a deal which would cre- 
ate a combine bo rival Lloyds 
TSB. Nevertheless. Barclays 
shares, which were down 
last week, fell a further 30 to 
£12.05. 

Halifax, on the other hand, 
built on Its recent 5£ per 
cent revival with a rise of 7 
to 852p. “Halifax wants to do 
something,” said one dealer. 
“But over the past couple of 
weeks there's been more kite 
flying than you'd see on 
Hampstead Heath on bank 
holiday Monday." 

Comments from Dresdner 
Kleiqwort Benson high- 
lighted its bullish stance on 
information technology com- 
pany RM. Press reports said 
the government was soon to 
announce a £430m commit- 
ment to IT in schools. 

Mark Loveland, IT analyst 
at the broker, told clients: 
“The UK is the test-bed for 
the world with regard to the 
fast penetration of technol- 
ogy into education. RM. 
therefore, has the opportu- 
nity to turn Its UK leader- 
ship into world leadership in 
this Geld in the longer term, 
and in the interim the 


increased spending will pro- 
vide domestic growth. With 
the price at current levels, it 
may not be the best lime to 
go after the stock.”. 

The shares, which are 
expected to be promoted 
from the SmallCap to the 
FTSE 250 when Sedgwick 
exits, rose 2ii to 402’Ap. 

The break-up of building 
materials group Heywood 
Williams would produce pro- 
ceeds approaching 300p a 
share, said David Taylor at 
Teather & Greenwood. The 
stock rose 6% to 195%p. 

Mr Taylor said: "On just 
about every criterion, the 
shares are an excellent value 
investment” 
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Pilkington gained 3 to 
TlV»p as Fr anklin Resources, 
the US investment group, 
said it had bought 200,000 
shares, taking Its stake to 15 
per cent. The stock was at 
I48p earlier this year. 

Blacks Leisure was up 17', 'a 
at 254p as Idle bid talk went 
the rounds. A passible preda- 
tor mentioned was Arcadia, 
which was firmer at 28Bp, 
although the possibility of 
an offer from a private group 
was mentioned. 

The defensive qualities of 
AB Foods were said to be 
behind its strong rise. 
Shares in the food group 
moved against the falling 
tide to chalk up an advance 
of almost 5 per cent or 27 to 
587p, one of the best in the 
Footsie. 

Strong results last week 


prompted a raft of positive 
broker comments. Among 
them was Carl Short at SG 
Securities, who highlighted 
the stock's attractions to 
investors in the current mar- 
ket envi ron me at. 

Mr Short focused on cash 
generation and the produc- 
tion or staple products that 
would be relatively protected 
from a weakening of con- 
sumer demand in an eco- 
nomic slowing. He said the 
defensive qualities of the 
company meant the stock 
deserved a premium rating, 
whereas on his figures it was 
on a market multiple. Any 
weakening in sterling expec- 
ted in the run-up to ster- 
ling's entry to the . euro 
would benefit AB Foods. 

Robert Wiseman, the dairy 
group, was up 3 at lSS'Ap 
after results at the top end of 
expectations. 

Graham Jones at Dresdner 
Klein wort Benson told cli- 
ents the company had sev- 
eral advantages over compet- 
itors. as it had lower casts 
and no exposure to the mar- 
ket for doorstep deliveries of 
milk. 

Although the doorstep 
market was providing high 
profits for other dairy 
groups, it was shrinking by 5 
per cent a year while super- 
market demand, In .which 
Wiseman was strong, was 
growing by 5 per cent a year. 

Classically defensive water 
stocks bubbled higher on 
little volume. The sector has 
been the worst performer In 
the market since the start of 
the fourth quarter as inves- 
tors have sold the sector 
down following the latest 
regulatory review. Severn 
Trent gained 27 to £10.30 and 
Thames Water IS to £11.26. 

British Airways ended 
unchanged at 405p after 
interim figures. Some 12m 
shares were dealt and the 
stock was down 17 at 388p in 
the morning. 

The interim figures 
prompted downgrades, with 
some analysts cutting to 
£400m for the year. 
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Investors take profits in lacklustre bourses j“kartaTaHy 

looks fragile 


WORLD OVERyijEW 

With at least a week before 
the Federal Reserve has the 
chance to cut interest rates 
again, world equity markets 
decided to take some profits 
after the powerful rally that 
began a month ago. writes 
Philip C-oggan. 

There were some support- 
ive factors for stocks, includ- 
ing talk that the Interna- 
tiona] Monetary Fund was 
close to agreeing a funding 
package for Brazil. The dol- 


lar also made progress 
against the D-Mark and the 
yen. in part because the res- 
ignation of Newt Gingrich as 
House speaker was seen as 
making President Clinton's 
survival more likely. 

But the dollar's rise was 
also a sign foreign exchange 
markets were getting back 
to normal after the big 
unwinding of speculative 
positions that drove the US 
currency down last month. 

In Europe, the proposed 
merger between Clba Spe- 


cialty Chemicals and Clar- 
iant and the launch of the 
second tranche of France 
Telecom indicated the recov- 
ery of confidence in that 
region's markets. 

But none of this was able 
to bolster some fairly lack- 
lustre markets yesterday. On 
Wall Street, the Dow Jones 
Industrial Average retreated 
in early trading, rather than 
mount the assault on the 
9.000 level that many had 
been hoping for. In Hong 
Kong, the Hang Seng index 


fell back below 10,000. 
Europe drifted lower, with 
most markets falling less 
than I per cent 

The latest Merrill Lynch/ 
Gallup survey of global fund 
managers found, to no-one's 
great surprise, that institu- 
tional investors have been 
cutting their cash levels and 
moving back into equities. 

Despite the recent rally, a 
net balance of 25 per cent of 
European fund mangers 
think the markets in their 
region are undervalued and 


a net 3) per cent of US fund 
managers are planning to 
raise their exposure to 
domestic equities. 

At Dresdner Kleinwort 
Benson, the global strategy 
team led by Albert Edwards 
is reversing Its recent tacti- 
cal move out of bonds and 
into equities. "The recent 
surge in equities is sufficient 
to recommend a return to a 
minimum recommended 
equity exposure.'’ 

"In our view, the funda- 
mental backdrop for US 


equities remains poor, 
although not necessarily cat- 
astrophic as long as reces- 
sion can be averted. What is 
potentially catastrophic are 
the bloated expectations still 
embedded within equity 
prices.” the team said. 

“But It is not the cyclical 
denial about the earnings 
outlook next year that is our 
primary worry'. What really 
concerns Is . . . the market 
remains convinced ‘new era' 
earnings growth is attain- 
able in the longer run.” 


V- 


Airline stall Zurich sees chemical reaction 
leaves Dow 
spinning lower 


AM com AC fell $2% to $49%. Citigroup 

was down $1% to $44% after 


A sell-off in banking and 
airline shares spread 
through Wall Street, and by 
midday most sectors were 
feeling the pinch, writes 
John Labate in New York. 

By early afternoon the 
Dow Jcmes Industrial Aver- 
age was down 85.73 to 
8.S89.73, while the broader 
Standard & Poor's 500 index 
had lost 12.95 to 1.128.06. 

“There's a little profit- 
taking going on. and 9,000 on 
the Dow may present a bit of 
a psychological challenge.” 
said Bill Meehan, chief mar- 
ket analyst at Cantor Fitz- 
gerald. He said it was 
unlikely the sell-off would be 
long-lasting, given the num- 
ber of investors still wanting 
to come into the market and 
the widespread belief that 
the Federal Reserve will 
lower interest rates at its 
November 17 meeting. 

Small-cap and high-tech 
stocks were also down, 
although with less force 
than the blue-chip sector. 
The Nasdaq composite lost 
10.11 to 1,846.45, and the Rus- 
sell 2000 of small-company 
shares fell 1.58 to 398.74. 

Much of the day's selling 
came against the back- 
ground of rating changes by 
analysts. Airline stocks took 
a tumble after Goldman 
Sachs lowered earnings esti- 
mates for next year for all 
US carriers. Goldman cut 
AMR and US Airways from 
"outperform" to “market 
perform". AMR. parent of 
American Airlines, lost $2E 
or 4.4 per cent to $63g. while 
US Airways was down S2& 
to $50”. Others fell sharply 
as well, with Continental 
Airlines off more than 6 per 
cent to $40 ji. 

It was a nervous morning 
for banking shares. Paine- 
Webber cut Mellon Bank and 
PNC to •’neutral” from “out- 
perform”. Mellon’s shares 
lost S2 3 » to S«50ju. while PNC 


the resignation of another 
key executive. 

As equities were sold off 
US Treasuries rallied, turn- 
ing around a morning of 
losses to an afternoon of 
gains. Hie benchmark 30- 
year bond had gained by 
early afternoon to 985. send- 
ing the yield lower to 5.319 
per cent. 

AT&T shares managed to 
push slightly higher, up $‘/s 
to $64%, helped by a rating 
upgrade by PaineWebber 
and Lehman Brothers. 

TORONTO fell back after 
last week's rally, with the 
300 composite Index down 
92.91 or 1.5 per cent to 
6.325.00. 

All 14 sub-indices lost 
ground, led by gold and pre- 


EURQPE 

News of the planned mega- 
merger between Ciba Speci- 
ality Chemicals and its rival 
Clariant. which would create 
the world’s biggest speciality 
chemicals company, sent 
both groups soaring in 
ZURICH. 

Ciba shot up 30 per cent in 
early trade before settling 
back to close SFri7.75 or 14 
per cent higher on the day at 
SFrl44.75. Clariant, up 16 per 
cent early on. finished with 
a gain of SFr30 or 4 per cent 
at SFI779. 

The new Clariant will 
have annual sales of about 
SFrl8bn if shareholders and 
regulators give the go-abead 
to what the companies say is 
a “merger of equals”. Final 
agreement is expected next 
month. 

Analysts were mostly 
upbeat about the plan, point- 
ing to potential synergies 


Cfea and Ctariant 

9are prices and Index (ratvased) 



The FTSE Eurotop 300 index fell 
2.72 to 1,084.81. 

See Euro Prices page 

cious minerals, which fell 2.7 ...» between Banca Commerclale 


an intraday DM69.77 to close 
50pfg weaker at DM67.45. 

In the banking sector Com- 
merzbank put on DM1.80 to 
DM54.50. The bank con- 
firmed after the market 
closed speculation that it 
planned a cross-shareholding 
deal with Italian insurer 
Generali 

The action was said to be 
aimed at thwarting an 
attempt by Deutsche Bank 
to halt a possible merger 


per cent, and financial 
shares, down 2.1 per cent 

Gold shares were dragged 
down by weak bullion prices. 
Placer Dome fell 80 cents to 
CS24J25, while Barrick Gold 
lost 65 cents to C$33.15. 

Bank of Montreal fell 
C$2.20 to C$59.60 and Bank 
of Nova Scotia declined 80 
cents to C$31.20. 

Alcan Aluminium rose 
C$1.25 to C$43.25 after sign- 
ing a 10-year supply deal 
with General Motors. 

SAO PAULO traded cau- 
tiously ahead of the govern- 
ment’s presentation to con- 
gress of its revised 1999 
budget. The Bovespa index 
fell 23 to 8,192 although trad- 
ers said investors remained 
optimistic after last week's 
26 per cent rise. 

The budget is to be 
adjusted to match the gov- 
ernment’s three-year auster- 
ity plan presented two weeks 
ago, and will make cuts in 
education health and infra- 
structure. 

MEXICO CITY followed 
Wall Street lower and the 
IPC Index fell 76.92 or 1.8 per 
cent to 4.210.02. 


Rally fades as golds falter 


SOUTH AFRICA 

Johannesburg turned back 
after last week's rally, which 
was inspired by lower 
domestic interest rates. 

The overall index closed at 
5.916.1. down 108.2 or 1.8 per 
cent. Financials gave up 2.4 


per cent to 9.579.9 and indus- 
trials weakened 1.5 per cent 
at 6,740.3. 

Golds dropped 2 per cent 
to 965.5 as bullion struggled 
to break $293 an ounce. 

Turnover was lifted by a 
block trade of 13m shares in 
PQ Data Holdings at R53. 


that the companies say will 
lead to more than SFrfOOm 
hi annual pre-tax savings by 
the end of 2001. 

Derivatives-related trade 
and speculation that some 
hedge funds were unwinding 
positions in Europe kept the 
lid on the rest of the market. 
The SMI index turned back 
from a high of 6,784.7 to 
close flat, 1.8 higher at 
6.651.1. 

FRANKFURT turned back 
in line with many of its 
neighbours as Wall Street 
headed lower after a day 
enlivened by activity in its 
chemicals sector. The Xetra 
Dax index finished 47.35 
lower at 4,762.38. 

Pharmaceuticals and 
chemicals group Hoechst 
was an early gainer, rising 
to a 12-week high as news of 
the Swiss merger sparked 
renewed speculation about 
further consolidation in the 
sector. The shares ran up to 
a high of DM77.50 before 
turning back to close 60pfg 
lower at DM73.50. 

Analysts noted that 
Hoechst. which owns 45 per 
cent of Clariant and is due to 
report nine-month figures 
next week, was one of the 
most heavily traded stocks 
of the day. 

Henkel, which announced 
a 17 per cent rise in nine- 
month net profit, also gained 
ground with a rise or DM2.40 
to DM141. 

BASF, due to report 
results today, closed Bat at 
DM66. off a high of DM6855. 
while Bayer, with results 
tomorrow, turned back from 


Italians and Banca di Roma. 
Deutsche eased DM1.95 to 
DM104.05. 

PARIS edged lower as 
investors sold France Tele- 
com ahead of its coming 
share issue, and the CAC-40 
Index closed down 3.31 at 
358552. 

Selling in France Telecom 
affected overall sentiment. 
The shares managed to close 
up FFrl at FFr370. Investors 
were concerned over share 
price dilution once the new 
share issue is completed. 

Financial stocks were 
weighed down by reports 
that Morgan Stanley had 
downgraded the UK banking 
sector. Soci6t6 Generate was 
down FFr16 or 2.6 per cent to 
FFr760 and Paribas lost 
FFrl0.40 or 23 per cent to 
FFr435.10. 

Profit-taking hit defence 
stocks, with Lagardcre down 
FFrl3.40 or 5.9 per cent to 
FFr215.60 and Tbomson-CSF 
retreating FFr7 or 3.5 per 
cent to FFr193. 

Oil shares were mixed in 
spite of the weak oil price. 
Elf-Aquitaine remained 
unchanged at FFr887 while 
Total rose FFr9 to FFr680. 

Castorama fell FFr36 or 33 
per cent to FFr1,055. Inves- 
tors were disappointed over 
its tie-up with Kingfisher of 
the UK. 

MILAN closed down In 
thin trade with the Mibtel 
index 290 or 1.4 per cent 
lower at 20,410. 

Profit-takiog hit banks. 
BCI fell L470 or 4 per cent to 
LI 1.347 while Banca di Roma 
declined L89 or almost 3 per 


cent to L3.010. Fiat was 
down L178 or 3.6 per cent to 
L4.809 in spite of its 
announcement that it would 
merge its foundries with 
those of Renault. 

Telecom Italia lost L324 or 
2.7 per cent to 131,911 over 
concerns about the appoint- 
ment of a manflpiwp director. 

BRUSSELS came off its 
intraday highs as the market 
ran into mild profit-taking. 
However, the chemicals 
majors kept the index in pos- 
itive territory as the Ciba- 
Clariant merger plan put the 
sector at the top of the 
agenda. The Bel-20 index 
closed 8.17 higher at 33493B, 
off the day's best of 3382.68. 

UCB was a strong per- 
former, rising BFr7.65Q to 
BFr208,0D0. while Solvay, 
higher for much of the day, 
slipped late in the session to 
close BFr20 easier at 
BFT2.610. 


AMSTERDAM lost most of 
its early gains on the back of 
profit-taking and weaker 
neighbours and the AEX 
index finished 3.01 higher at 
1,06032. 

Plastics maker EVC shed 
FI 1.60 or 7.6 per cent to 
FI 1530 after Friday’s news 
of a FI 70m trading loss in 
1998. Insurer Aegon pulled 
back from Friday’s two- 
month peak to close FI 1.90 
lower at FI 189.70. 

Electronics company Baan 
gained strongly. Jumping 
FI 3.10 or 11.5 per cent to 
FI 30.10 on speculative buy- 
ing. 

Chemicals groups DSM 
and Akzo shrugged off news 
of the Swiss merger, closing 
30 cents higher at FI 17830 
and 30 cents lower at F! 7130 
respectively. 

OSLO was hit by weak oil 
prices, and the Total Index 
closed down 19.47 at 960.09. 

Sluggish oil prices hit oil- 
related stocks. Norsk Hydro 
closed down NKi3 to NKr294 
while Saga Petroleum was 
NKrl lower at NKr875. 

Kvaerner, the Anglo- 
Norwegian shipping group, 
fell NKr430 to NKrl0950. it 
was still under pressure 
after the recent profit warn- 
ing and selling ahead of next 
week's interim report. 

Financials, which had ral- 
lied on merger euphoria last 
week, fell on profit-taking. 

Written and etited by Michael 
Morgan, EtnJko Terazooo, Peter 
Hall and Paid (began 


Indonesia's stock market has 
been taking a roller coaster 
ride and analysts are warn- 
ing that last week’s recovery 
may be undone just as 
quickly this week if political 
unrest undermines fragile 
investor confidence. 

The Jakarta composite 
index built on last week's 
17.6 per cent rally yesterday. 
ending another 10.41 or 2.9 

per cent higher at 364.39. 

Many foreign brokerages 
rushed in last week on a dip 
in the rupiah and falling 
interest rates to buy shares 
cheaply, as news that the 
International Monetary 
Fund had approved another 
$960m tranche of standby 
credits provided further 
encouragement 

Some analysts suspected, 
however, the government 
was also buying shares 
through foreign brokerages, 
presumably to boost the 
Index ahead of a special ses- 
sion of the People’s Consul- 
tative Assembly that starts 
today. 

The market's recent surge 
may look impressive, but an 
earlier rally in September 
and October, which took 
prices up by 76 per cent, 
quickly lost momentum. 
Trading has remained thin, 
driven by the rupiah and by 
rumours about takeovers 
that have yet to materialise. 

Analysts have cautioned 
that investors will pay more 
attention this week to stu- 
dent protests outside parlia- 
ment than to third-quarter 
results because a recurrence 
of riots could undo the rupi- 
ah's recovery and wipe out 
any gains in dollar terms. “It 
could go horribly wrong,” 
one research director said. 
“It's better to stay on the 
sidelines.’' 

One important reason for 
the recent recovery is that 
some heavyweight stocks 
beat pessimistic expectations 
Tor their results. The cur- 
rency depreciation boosted 
the rupiah value of dollar 
revenues, giving particular 
impetus to partially priva- 
tised companies such as min- 


Jakarta Composite 



in g group Tambang Timah. 

The rupiah's rebound, 
though well short of a real 
recovery, eased the foreign 
debt burden for many com- 
panies. Telekom munikasi 
Indonesia, the telephone util- 
ity. yesterday reported net 
profits of Rp326.1bn for the 
first nine months, compared 
with a Rpl.176.7bn loss in 
the first half. 

Consumer demand has 
also held up better than 
expected, boosting demand 
for cigarette and food compa- 
nies. Indofood. the noodle 
producer of the Salim group, 
reported at the weekend that 
it was able to pass on muejv^ 
of the added cost of produ“‘ r 
tlon to customers. Sales 
were down in units but 
almost doubled In rupiah 
terms, allowing gross mar- 
gins to double. 

Donald Hanna, director for 
economic research for Asia 
at Goldman Sachs, said Indo- 
nesian shares remained 
risky but. assuming a rea- 
sonably strong rupiah, some 
could be attractive. “For 
those people who have to 
bold Asian equities, it's basi- 
cally a cheap option." 

“Most of our clients have 
simply scraped Indonesia off 
the map until parliamentary 
elections next May." said a 
member of a rival brokerage 
as he packed his belongings 
to move to Singapore. “Thev 
won’t even look at it." 
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Yen fall aids Tokyo exporters 


ASIA PACIHC 


Expectations that the 
government would release 
details of an economic stim- 
ulus package later in the 
week made tor cautious 
trade in TOKYO, writes 
Naoko Xakamae. 

The Nikkei 225 average 
rose 7257 to 14.194.54 after 
trading between 14.063.27 
and 14362.66. Other indices 
were down, with the 
weighted Nikkei 300 index 
losing 039 to 216.1. while the 
broader Topix index of first- 
sector stocks fell 5.31 to 
1,084.16. Volume was light at 
290m shares, with 616 issues 
rising and 478 falling. 

The falling yen helped 
?sporters such as Toshiba, 
whose shares rose 4.6 per 
:ent or Y26 to Y593. Bridge- 
stone was up 3.7 per cent or 
k'100 to Y2J100. Pioneer Elec- 
:ric climbed Y35 to Y2.135 
ind NEC gained Y12 to Y933. 

The banking sector was 
he biggest loser, falling 2 
jer cent. Fuji Bank was 
town Y17 to Y491. Bank of 
Pckyo- Mitsubishi fell Y38 to 
f 1,165, Sanwa Bank lost Y31 
o Y960, and Sumitomo Trust 
ind Banking slid Y7 to Y365. 

In Osaka, the OSE index 
ras down, falling 109.46 to 
.4.6373. 

SINGAPORE found itself 
iepressed by a sudden jump 
a interbank rates and the 


Singapore 

Straits Times index 
1600 



Straits Times index lost 64.48 
or 5 per cent to 131938. 

Interest-sensitive stocks 
such as banks and property 
groups were hit by a brief 
spike in interbank rates. The 
property Index fell 7.6 per 
cent whOe the finance index 
shed 5.7 per cent. 

MANILA tumbled on 
blue-chip selling and the 
composite index dosed down 
84.86 or 4.7 per cent to 
1,712.51. 

Philippine Long Distance 
Telephone lost 5 pesos to 980 
pesos despite its release of 
strong nine-month earnings. 

Ayala, the conglomerate, 
was one of the leading los- 
ers, felling almost 9 per cent, 
while Ayala Land, its prop- 
erty arm, declined 12 per 
cent 


BANGKOK was hit by 
renewed worries over non- 
performing loans at banks, 
and the SET index fell 12.75 
or 3.4 per cent to 36355. 

Comments last week by 
officials at the Thai Bankers 
Association on Further losses 
at banks and other financial 
institutions prompted profit- 
taking. Banks were actively 
traded with the sub-index 
down more than 7 per cent. 

Krung Thai Bank fell 
Bt2.25 to Btl935. while Thai 
Farmers Bank draped Bt3 to 
B148.50. 

All sectors were hit except 
transportation stocks, which 
rose almost 5 per cent and 
telecoms, which gained 1 per 

cent. 

BOMBAY surged 3.4 per 
cent, rallying on the back of 
a partial waiver of US sanc- 
tions Imposed on India and 
Pakistan following nuclear 
tests in May. 

Traders said the rise was 
led by large-cap stocks that 
had fellen sharply over the 
past year after the economic 
slowdown ate into their 
margins. 

Cement mayor Associated 
Cement Companies rose 
Rs57 to Rsl ,003.50 while engi- 
neering and construction 
giant Larsen & Toubro 
jumped Rsll.90 to Rsl6O90. 

The BSE-30 Index leapt to 
a high of 3J104.43 before clos- 
ing at 2 <153.67. up 9930 on 


the day. Dealers said expec- 
tations that rules on share 
buybacks would be put In 
place this week also fuelled 
the stock market surge. 

KUALA LUMPUR saw 
strong demand for finan- 
cials, which sent the sectoral 
index up 35 per cent and the 
composite Index 12.40 or 2.7 
per cent higher to 465.69. 

Analysts said buying by 
some large local funds ahead 
of December book-closings 
boosted prices, as did expec- 
tations that banks' bad loans 
would be reduced by a plan 
for Singapore to help raise 
funds for Malaysia. 

HONG KONG gave in to 
profit-taking after the 
healthy gains of the past 
month and with little news 
to spur buying. The Hang 
Seng Index gave up 28732 or 
2.8 per cent to 9351.93. Turn- 
over, however, shrank to 
HK$5.7bn against Friday’s 
HK$9.6bu as many investors 
kept to the sidelines. 

Brokers said investors had 
turned cautious after last 
week's round of share place- 
ments by red-chip companies 
and that some were fretting 
there may be additional 
placements coming. 

HSBC Holdings dragged 
the market lower, losing 
HK$6 to HK$180, although 
property counters were the 
worst-hit, sector with the 
sub-index falling 4 per cent. 


SK TELECOM CO., LTD., Seoul 

Korea 

CHF 70,000,000.00 7% Notes with Warrants 1995-1999 

Swiss Security Numbers: Cum: 132.251; Ex: 132352; Warrants; 132.265 

Please find below a message from SK Telecom Co.. Ltd., Seoul. Korea 
QUOTE 

Notice to Warrantholders 

November5. 1998 

To Whom it May Concern 

In connection with the issuance of Swiss Franc 70.000,000 aggregate amount of Va% 
Notes with Warrants (the 'Warrants") by Korea Mobile Telecommunications Corporation 
(which changed its corporate name to SK Telecom Co., Ltd. and hereinafter referred to 
as the "Company") on December 21, 1995, we hereby provide notice to all holders of the 
Warrants (the "Warrantholders") of the current status of regulatory changes concerning 
the aggregate foreign shareholding limit in Korean network telecommunication service 
providers stipulated under the Telecommunications Business Law ("TBL"). 

The situation confronted by the Warrantholders is that, under the TBL, foreign sharehold 
mg limit in network telecommunication service providers is 33% of all outstanding shares 
of the respective company and this ceiling supersedes the provisions of all other regula- 
tions m effect on this particular issue. The 33% ceiling has already been reached, thereby 
effectively prohibiting the Warrantholders from exercising the rights under the Warrants. 
According to the TBL, the penalties for exceeding the 33% limit are (i) prohibiting of vot- 
ing rights on those shareholders of common stock issued in excess of the 33% foreign 
shareholding limitation, (ii) a possible order by the Ministry of Information and Commu- 
nication to the Company and the shareholder to correct the excessive foreign sharehold- 
ing and (iri) passible cancellation of the Company's license to engage in the telecommu- 
nications business. 

We have explained to the government officials of the legal implications of the terms of 
the Warrants and explained that the Warrantholders should be protected as they have 
acquired the Warrants in accordance with relevant laws and regulations in force at the 
time of acquisition without expectation of the change in regulations which would now 
cause the exercise of the Warrants to be a violation of the TBL We also made proposals 
to amend the TBL in such a way that the Warrantholders as holders of securities issued 
prior to the change of foreign ownership limitation should not be disadvantaged. 

We are fully committed to reinstating the Warrantholders' rights on the Warrants accord- 
ing to the terms of the Warrants as issued. Currently, a draft bill has been submitted to 
the National Assembly providing for an increase in the 33% limitation to 49% effective as 
of January 1, 1999 under the TBL There is also a possibility that the draft bill will be 
revised to provide for the increase in the 33% limitation to 49% effective as of July 1 1999 
t /^, n as °* 1. 1999. The Standing Committee of the National Assembly is 

scheduled to discuss the draft bill on November 19, 1998. By the end of November 1998 
the Standing Committee will determine whether to submit the draft bill for voting at the 
Asse mbly “ ^ e,J as timin 0 of the increase in the limitation, if it is decided 
that the draft bill will be submitted for voting, the voting will be held by December 18 
1888. 

? t !^ raft bi,l Jf ? a , S3 T d JZJ* National Assembly and becomes effective as of January 
1, 1999 or as of July 1, 1999, as the case may be, the Warrantholders may be able to 
exercise tneir Warrants after such date without incurring any violation of the TBL How- 
ever there is no assurance that there will be sufficient number of unissued shares that 
can be issued and acquired by foreigners at the time of exercise of the Warrants by the 
Warrantholders. since based on previous experience, such foreign ownership ceiling has 
been reached soon after the increase. Therefore, immediately after the draft bill is 
passed by the National Assembly, we will once again confirm with the Korea Stock 
txchange and the Financial Supervisory Commission as we've done before so that the 
Warrantholders are permitted to exercise the Warrants (I) on or immediately prior to 
January 1, 1999 in case the draft bill becomes effective as of January 1, 1999 or /ii) dur- 
ing the period from January 1, 1999 to July 1. 199 9 in case the draft bill becomes effec- 
tive as of July 1, 1999 so as to be assured of adequate number of unissued shares which 
can be acquired by the Warrantholders upon exercise of the Warrants. In addition to the 
extent that the draft bill be passed by the National Assembly, we will certainly do our 
utmost in seeking the cooperation of the Korea Stock Exchange and the Financial Super- 
jmcomm.Mon 10 ensure that adequate number of unissued shares are available tor 
the Warrantholders at the time of exercise of the Warrants, even after the bill is effective 
oy means of reserving the number of shares which is unissued. 

to exert our 1,851 efforts fo protect the rights and the interests of War- 
ramnoiaers. We will keep you informed of any further progress in this regard. 

Sincerely, 

SK Telecom Co., Ltd. 

Jin Mo Choi 
Senior Vice President 
UNQUOTE 

By Order: CREDIT SUISSE FIRST BOSTON 
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^Birth of the 
Berlin republic 

\ victory tor Gerhard SchrodeFs red-green coalition, says ■ 5 ••• 
l Peter Norman, signals the dawning of a new era as clearly as 
\ the return of government to the country’s historic capital ■ 
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VThere are some months to go 
ipefore the tracks move east- 
wards taking the parapher- 
miia of Germany's federal 
^ ministries, the diplomatic 
*j»rps and the various gov- 
'"crnment hangers-on from 
'Bonn to Berlin. 

But the September 27 eleo- 
- tiori victory of Gerhard 
Schroder and his coalition of 
Social Democrats and envi- 
• ronmenu] Greens. . has 
marked such a break in Ger- 
many’s post-war history that 
it already seems natural to 
talk of the “Berlin republic". 

Admittedly, a casual visi- 
tor in these blustery autumn 
days could be forgiven lor 
asking “What has changed?" 
Apart from some dancing in 
the streets on election night, 
there was none of the eupho- 
ria that gripped Bonn in 1969 
when an SPD-Ied coalition 
last took power. 

Helmut Kohl, now just an 
ordinary MP, still lives in 
chancellery bungalow 
r -£nd is on hand to give Mr 
ScbrOder advice if he wants 
it Exuding an air of busi- 
ness as usual, the coalition 
partners have quickly got 
down to agreeing their gov- 
ernment programme. 

That document contains 
elements of continuity with 
the policies of Mr Kohl's cen- 
trist coalition of Christian 
Democrats, the Bavarian 
Christian Social Union and 
the small market-oriented 
Free Democrat Party. 

This is especially true in 
foreign affairs, where the 
incoming and outgoing gov- 
ernments cooperated on pol- 
icy over Kosovo and' where 
both Mr Schroder and 


hastened to reassure close 
allies and neighbours in 
France, the US. Britain and 
Poland that a red-green 
administration does not rep- 
resent discontinuity, 

; But change there is and 


coalition's' MBs in the' Bund- 
estag. the' lower house of 
parliament . 

He may. therefore, be in a 
stronger position than Willy 
Brandt and Helmut Schmidt, 
the previous SPQ chancel- 




will be. When Germany next Tors, to deal with rivals and 
goes to the polls in a general dissidents in .his own party. 


election in 2002 it is likely to 
be a very different country 
to that created by 16 years' of 
Mr Kohl's government 
In itself; Mr Schroder's vk- 


The new government has 
brought a new- generation to 
power. Mr Sehxtider.bom in 

1944, is Germany’s <Bxst • jpost- 
war leader hot- to - hive Had 


tory merits a place in the personal experience o£ the 
history books and hot simply . horrors bfaraur- ' .» • ' • • \ 
because it ended the political ■ Many of - Ms : cabinet .col- 


career of a chancellor who 
had. become s living national 
monument. • • - ' 

It was coaflrmatiou of Ger- 
man y’sstatus as a mature, 
democracy because,- for 'the 
first time; in the federal 
republic's 49-year history, a 
government changed 
through the ballot ‘'box 


leagues -are members! of the 
generation thatflretbecame 
politically active in; the stu- 
dent unrest of 30 years 'ago. 
Mr Fischer, now 50. Isa vet- 
eran of student street battles 
mid ddmo ngt ridta*. 

Mr! . Schrdder and Otto 
Schfly. the interior minister, 
are former defence lawyers . 



■t 








rather than through a whcr represented Red" Army . 
reshuffling of coalition par- Faction terrorist* in' .the 


ties, between elections. 
-Although Mr Schroder's 
coalition is postwar Ger- 


1970s, .. . " h- - 

.Not suujrisingiy.-'the.. rat- 
green coalition agreement is 


many's third SPD-led gov- according; greater -iinppr- 
erqment, his Is the first red- tance . to civil fights, indad-. 


Red 'and green: (first column) Christine Berg man , SPD; Andrea Fischer, Green; Edefgard Butmahn, SPD; Heidemarie Wleczorek-ZeuJ, SPD 
(second column) Bodo Hombach, SPD; Werner Mflfler; Franz Munterterirtg, SPD 
(centre) Gerhard Schrfider; JoscWca Fischer 

{{berth column) Oskar Lafbntaina, SPD; Otto Schfly, SPD; Walter Riester, SPD 

.(fifth column) Rudolf Scheming, SPD, Jurgen TribUn, Green; Herts DSubksr-Gmefln, SPD, Kart- Heinz Funke, SPD ranupK Wcxco wsf»rc 


green government at 
national level and the first 
to be made up entirely of 
left-of-centre parties. 


Lag xefornr. ot. Germany's 
arbwhronistic arid restrictive 
citizenship laws to permit 
more of Germany's 7m for- 


It has far more, power to- eign residents, to become 
effect change than did Mr integrated Into society,' ■/ 


Kohl’s 


government The move to Berlin from 


because the coalition parties'. : sleepy Bonn will also change 
also control the Bundesrat. German politics and the way 


the second chamber of the 
Bonn parliament represent- 
ing the states. • - ■ " 

Mr Schrdder gained an 
unexpected bonus when 
elected chancellor by MFs on 
October 27. He is the first 
federal chancellor - to be 


Joschka Fischer. Germany’s . elected by more than the 


tire country Is governed. The 
Rhenish, : Catholic: influence 
that permeated Mr Kohl's, 
administration and earlier 
CDU-ied govenunents .in the 
1950s. and 1960s: will decline. 

Ministers and MFs wlQ .be 
in' thB-xaldBl 'Of a .big city 
with all .its attendant' probr 


foreign minister^ bayg.. . <sinbined strength of-bis- Jems. -They --wall he; stfr— - 


rounded by the former com- 
■ thunist eastern German 
Lander, which are still strug- 
gling to catch up with the 
more affluent west, and only 
a short distance from the 
Polish border. 

-. Finally, huge p ressur e for 
change will - come from the 
introduction of the euro, the 
single European currency, 
on January l! 

" German industry and com- 
merce will be exposed to 
greater transparency and 
competition. European inte- 
gration will increase pres- 
sure to restructure anti -com- 
petitive .tax, . social security 
aod!fleffisibh systems?****-^ 


The euro might even her- 
ald a better deal for consum- 
ers in a society which 
bestows advantages dispro- 
portionately on producers. 

A decisive change is 
already under way in eco- 
nomic and social policy. 
Oskar Lafontaine. in charge 
of a strengthened finance 
ministry and with the addi- 
tional power base of the SPD 
chairmanship, is determined 
to tackle Germany’s problem 
of 4m unemployed- He plans 
a Keynesian programme to 
boost consumption under- 
pinned by greater economic 
and social policy co-ordina- 


Mr Lafontaine's plans to 
redistribute some of the tax 
burden from rich to poor and 
from big business to workers 
and families mark a signifi- 
cant break with the supply- 
side agenda of Mr Kohl and 
Theo Waigel. the former 
finance minister. 

By urging interest rate 
cuts from the Bundesbank 
and the European Central 
Bank, which takes responsi- 
bility for monetary policy 
from January, Mr Lafontaine 
is cheerfully breaking one of 
the great taboos of Ger- 
many's post-war system of 
governance - that indepen- 
-deotcentral banks should be 


left alone to conduct mone- 
tary policy with the overrid- 
ing aim of securing stable 
prices. 

The idea of greater social 
justice runs like a thread 
through the policies of the 
red-green coalition. One of 
its first promises was to 
draft legislation reversing 
the limited supply-side 
reforms of Mr Kohl's govern- 
ment which trimmed pen- 
sion entitlements and sick 
pay to reduce the cripplingly 
high non-wage labour costs 
of German business. 

It is a policy mix that, 
until recently, would have 
been dismissed as a prescrip- 
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tion for disaster. And it has 
triggered a storm of protest 
from leaders of business and 
industry, including such 
traditional moderates as 
Dieter Hundt, leader of BDA, 
the German employers' asso- 
ciation. 

Mr Lafontaine's ideas 
appear to pay scant heed to 
the mobility of capital and 
foreign direct investment 
and tbe Increasingly hard- 
nosed approach of German 
business towards boosting 
profits and shareholder 
value. 

Mr Kohl was unable to cut 
unemployment partly 
because businesses Judged 
his supply-side agenda too 
half-hearted to justify 
increased investment. How. 
therefore, can Mr Lafontaine 
expect that bis policy, with 
its unmistakable echoes of 
the 1970s, will be a success? 

The new government is 
pinning much hope on Ger- 
many’s tradition of consen- 
sus. It attaches a high prior- 
ity to an “alliance for johs" 
in which government, trade 
unions and employers would 
create a framework for 
increasing employment 

It has also convinced itself 
that its policies are the cor- 
rect response to interna- 
tional financial turmoil and 
the perceived threat of 
global deflation. Its analysis 
of the economic crises in 
Asia and Russia has 
strengthened its belief in the 
need for a strong welfare 
state in Germany's social 
market economy. 

Opinion surveys con- 
ducted before election day 
suggested that a majority of 
Germany’s 60.5m voters 
wanted “change without 
risk". Instead, there will be 
much that is experimental in 
tbe coming four year term of 
the red-green coalition. 

Ultimately, however, the 
new government will be 
judged on whether it can 
deliver a significant cut in 
unemployment 

Mr Kohl's last government 
failed this crucial test. Mr 
SchrOder. who will be spell- 
ing out his government’s 
programme in the Bundestag 
today, knows that here he 
must succeed. ------- 


Taking long walks together Fetching, running anti romping around. Nothing is more fun for a four-legged 
friend. Provided that he rs healthy. Hoechst Roussel Vet our animal health company, is making an important 
contribution to that with innovative products to preserve the health of animals and make it possible to treat 
their illnesses effectively and specifically. Because good friendships should last a lifetime. 


The Future in Life Sciences 


Hoechst 
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imagine your best friend always feeling as good as you do 
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■« the animal health company of Hoechst, an international group of companies spearheading innovation in Life Sciences 

Hoechst HoUBWiVK is 


Hoechst AG, D-65926 Frankfurt, www.hoechstcom 
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POLITICS by Ralph Atkins 


Chance to make 
a fresh start 

Gerhard Schroder's programme reflects a system which forces 
coalitions between parties and, therefore, compromises 


la his election campaign. 
Gerhard Schroder cast him- 
self as a politician of the 
“new centre". He wanted to 
represent pragmatism and 
progress. Not everything 
would change but every- 
thing would "be done bet- 
ter". 

In office, his aspirations 
have had to be adjusted to 
the realities of practical poli- 
tics. His programme of gov- 
ernment reflects a political 
system which forces coali- 
tions between parties and. 

therefore, compromises. And 
it has also had to reflect the 
competing tensions and per- 
sonalities within Mr Schro- 
der's Social Democratic 
party and his Green part)' 
coalition allies. 

There have been two main 
denning forces. First, the 
necessity or striking a deal 
with the Greens. Mr Schro- 
der might have preferred a 
“grand coalition” between 
the SPD and the Christian 
Democratic Union (although 
without former Chancellor 
Helmut Kohl at its head). 
But the CDlTs clear defeat 
on September 27 left “red- 
green’' as the most obvious 
political constellation. 

The coalition talks prog- 
ressed surprisingly well - 
even though the SPD was 
forced to accommodate 
Greens’ demands for higher 
“ecological" taxes, a speedy 
withdrawal from nuclear 
energy and wide-ranging 
reform of nationality laws 
which could extend German 
citizenship to large numbers 
of the 7m foreigners living in 
the country. 

The fact that the pact was 
concluded in record time 
reflected the Green party’s 
keenness to join the political 
mainstream and its willing- 
ness to limit its ambitions. 

At the top there is an 
affinity between Mr Schro- 
der and Joscbka Fischer, the 
50-year-old former revolu- 
tionary who, as Green fop 
eign minister, has become a 
political pragmatist showing 
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Gerhard SchrWer aspirations h at to be adjusted 


little sign of reneging on Mr 
Schroder’s pledges of conti- 
nuity in foreign policy. 

But within the Greens’ 
ranks there was also a recog- 
nition that the party was not 
in a position of particular 
strength. Its vote actually 
fell on September 27 - to 6.7 
per cent from 7.3 per cent at 
the last election in 1994. Mr 
Fischer described the coali- 
tion deal as a "reliable 
basis" for government with 
the deal on exiting nuclear 
power “a real break- 
through". 

The second force defining 
the political landscape has 
been the split leadership 
within the SPD. Although 
Mr Schrbder is chancellor, 
Oskar Lafontaine, the 
finance minister, holds the 
party chairmanship. Mr 
Lafontaine has not been 
afraid to exert his influence 
Most notably, the decision to 
move the European affairs 
and forecasting departments 
of the economics ministry to 
his ministry resulted in Jost 
Stollmann. the computer 
entrepreneur, refusing to 
serve as economics minis ter 
as expected. 

But the imprint of Mr 
Lafontaine, who represents a 
traditionalist wing of the 
SPD. is also clear in tasks 


set for the first few months 
in office - including planned 
tax reforms and interna- 
tional initiatives to protect 
against financial market 
instability. 

The obvious danger is of a 
power struggle between two 
powerful politicians. Both 
Mr Schrfider and Mr Lafon- 
taine insist there is not a 
problem. At the SPD confer- 
ence which approved the 
coalition deal, Mr Schroder 
scorned media reports of a 
split. "Dear Oskar,” he said, 
“let them howl, the caravan 
moves on." 

To portray Mr Lafontaine 
as a left-winger at logger- 
heads with Mr Schrdder’s 
modernising instincts is too 
simplistic. After ali, Mr 
Schroder espouses social jus- 
tice; Mr Lafontaine envis- 
ages structural reform of the 
social security system. 

The chancellor has mads 
clear, moreover, that when it 
comes to government deci- 
sions, he will decide. Mr 
Lafontaine realises that 
schisms in the SPD would 
weaken the government 
disastrously. 

But the double leadership 
has not yet been tested fully 
in government. The personal 
relationships could alter sub- 
stantially if Mr Lafontaine is 


seen to be triumphing - or 
floundering - in his central 
tasks of stimulating the 
economy and cutting unem- 
ployment 

If Mr Schrdder can con- 
tinue to harness the compet- 
ing forces within his coali- 
tion, his government has a 
chance to open a very differ- 
ent chapter in Germany's 
post-war history. There is a 
markedly different accent to 
German politics. 

The CDU, Still re taining its 
supply-side orientation, is 
now in opposition for the 
first time in 16 years. The 
conservative Bavarian Chris- 
tian Social Union, dominated 
by Edmund Stoiber, Bavar- 
ia's prime minister, remains 
the biggest political force in 
its home state, one of the 
country’s strongest economi- 
cally. But in Boon the CSU 
is no longer part of the fed- 
eral government Its contri- 
butions to financial pru- 
dence and Christian, 
family-orientated ethics have 
gone. 

Similarly, the Free Demo- 
cratic Party, which served as 
the tree-market conscience 
in Mr Kohl’s coalition, has 
been marginalised. Its ejec- 
tion from office is all the 
more traumatic because the 
FDP has served In virtually 
every government since the 
second world war - provid- 
ing enough votes to give 
either the CDU/CSU or SPD 
a majority in government. 
Worse, the Greens may have 
supplanted the FOP’S role as 
“kingmaker”. There are 
voices within the CDU who 
believe a future pact with 
the Greens may also be pos- 
sible. 

Mr Schrbder's position is 
reinforced by the strength of 
the SPD in the 16 Under, or 
federal states. The party is 
in government In 13 states 
(although sometimes in alli- 
ance with the FDP, Greens 
or CDU) and supplies li 
state beads of government 

That not only gives the 
SPD a strong influence over 
state politics, it also lessens 
the likelihood of the Bundes- 
rat, or second chamber of 
parliament which represents 
the states, acting as a block, 
on government legislation. 
Reformstau, or political grid- 
lock, created by opposition 
from the SPD-dominated 
Bundesrat, blighted Mr 
Kohl's final years in office. 
Mr Schrbder has a chance to 
make a fresh start. 


Dealing effectively with the accelerating 
pace of change in European markets has 
become one of the major challenges of 
our time. Although change often leads to 
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dramatic shifts in priorities and ways 
of conducting business, new problems 
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Walter Riester is Gerhard 
Schroder’s man to think the 
unthinkable. 

Before Mr Riester joined 
Mr Schroder's election team 
in April, the slightly built for- 
mer deputy chairman of the 
IG M stall trade union had 
built up a formidable reputa- 
tion as a negotiator and 
innovative thinker in collec- 
tive bargaining. 

These are the talents that 
Germany’s new chancellor 
wants to harness in the tri- 
partite “alliance for jobs and 
training" with business and 
the employees and in the 
important venture of reform- 
ing Germany's creaking pay- 
as-you-go pension system 
to cope with the problems of 
an ageing population. 

As minister for labour and 
soda! affairs, 55-year-old Mr 
Riester will inherit the big- 
gest departmental budget in 
Bonn. He will also take 
prime responsibility for cut- 
ting unemployment, which is 
the new Social Democrat- 
Green coalition's main goaL 

If the new government can 
cut the DM1 70b n annual 
cost of unemployment it wH 
be closer to solving the eco- 
nomic, financial arid social 
problems. It would be a 
daunting agenda for any 
established politician. But Mr 
Riester is far removed from 
the Bonn stereotype. 

Modest, quietly spoken 
and unaxcitable, he is 
accustomed to exercising 


power behind the scenes 
rather than in the glare of 
publicity. Norbert Blum, Mr 
Ri ester's predecessor as 
labour minister in the Kohl 
administration, considers 
him “a decent Woke". 

Mr Riester comes to his 
new job with impressive ref- 
erences. In 1993, Ferdinand 
Pl&ch, chairman of Volkswa- 
gen, tiled to recruit him to 
be VWs personnel director. 
Helmut Kohl appointed him 
to an advisory council on 
research, technology and 
science In 1995. 

Dieter Hundt, leader of the 
German employers' associa- 
tion. BDA. and Mr Raster's 
opposite number in negotia- 
tions on five wage deals for 
the Baden-WQrttemberg 
metal industry between 1990 
and 1995, praises him as a 
“very pragmatic man". 

Mr Hundt sees something 
of a soulmate in Mr Riester. 
“We have rather similar per- 
sonalities," he says. "He also 
makes the effort to find 
something which the other 
side can accept" 

However, in terms of 
background Mr Riester is 
more similar to Mr Schroder. 
He was also brought up In 
an impoverished household, 
also \Bft school at 14, 
becoming apprenticed to a 
tiler. His old trade has since 
become a hobby. 

Like the new chancellor, 

Mr Riester studied in his 
spare time to make up for 


hfcs lack of formal education. 

While Mr SchrSder 
became Increasingly 
involved in Social Demo- 
cratic party politics as a stu- 
dent in the 1960s, Mr Ries- 
ter was an active trade 
unionist, becoming a career 
union official In the 1970s. 

With his Intimate know- 
ledge of trade union affairs 
aid the respect of Ger- 
many's managerial class. Mr 
Riester has as good a 
chance as anyone of making 
a success of the controver- 
sial alliance for jobs. 

The aim, he explained ear- 
lier this year, is for “trade 
unions, employers and politi- 
cians to agree on certain 
parameters and to find joint 
solutions to solve the prob- 
lem of unemployment". 

A first priority would be a 
“generational treaty" to deal 



with youth unemployment 
This would “help those owy 
workers who wish to leave \ jm. 
work and simultaneously T " 

open up the labour market 
to younger workers''. 

The new government hra \ 
pledged to provide jobs or 
training places for 100.000 
young unemployed. 

A second step would be 
tor “the people running the 
economy, the education sys- 
tem and labour market pol- 
icy* to get together and con- 
sider how to create new jobs 
In forward-looking areas of 
activity, such as transport, 
telecommunications and 
environmental technology. 

Early visible success will 
be important for the project , - 
which Mr SchTOder wants to 
extend for the four-year Hfe 
of the new parliament 

"SchTOder and I agree thaf 
there must be a convincing 
start,” he says. “That means 
concrete, understandable 
projects." 

Later, the alliance could 
offer a framework for reach- 
ing -a consensus on modern- 
ising Germany’s welfare 
state to cope better with an 
ageing population at a time 
of permanent constraints on 
public budgets. 

For Mr Riester the alliance 
for jobs is "a very exciting 
project" with an uncertain 
outcome. “If it works, we wDI 
secure a process of change 
in this society,” he says. 

“We will never reach the 
Ideal society but we must try 
to be successful.” 


h 


Peter Norman 


Survivor of the election debacle 


For most of the Kohl years 
Wolfgang Schfiuble was the 
loyal lieutenant He was 
closely associated with 
former Chancellor Helmut 
Kohl's biggest projects, from 
the successful unification of 
Germany to failed attempts 
rn the last few years of the 
Kohl administration to reform 
the chaotic tax system. 

Now, after the Christian 
Democratic Union’s 
disastrous election result on 
September 27. he is the one 
left behind. 

Mr Schfiuble, 56, is the 
new CDU leader who faces 
the difficult task of re budding 
a defeated, deflated party 
which has been thrown out 
of office for the first time in 
16 years. 

His task is to adjust Hie 
CDU to an opposition role 
under the country’s first 
Social Democrat-Green 
coalition government 

Mr Schfiuble’s 
appointment as party 
chairman results partly from 
Mr Kohl's continuing 
influence. Mr Kohl had 
repeatedly and publicly 
anointed Mr Schauble as his 
eventual successor. In the 
immediate aftermath of 
September 27, Mr Kohl 
pushed through Mr 
Schfiuble's formal selection 
by the party. 

But his promotion is also a 
testament to Mr Schfiuble's 
own stubbornness and 
political durability. While the 
leadership ranks of the CDU, 
end the Christian Social 
Union, its Bavarian sister 


party, wore purged after 
September's election defeat, 
Mr Schfiuble fought on. 

It Is a trait long ingrained, 
noticeably since an 
assassination attempt in 
1990. Two bullets fired by a- 
psychotogically disturbed 
man left him paralysed from 
the chest down. 

Within a month the then 
interior minister was 
re-engaged In politics from 
his hospital bed, saying: “I 
want, to get on with my work 
as quickly as possb!e. r 

The Freiburg-bom lawyer 
was rising quickly through 
the ranks. In 1984 he had 
been appointed by Mr Koh) 
as minister In the 
chancellery, where he acted 
as a "trouble shooter" with a 
wide-ranging remit 

In 1989 he moved to the 
interior ministry and, after 
the fall of the Berlin wail. 
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was brought into the 
“kitchen cabinet* which 
oversaw the lead-up to 
Germany's reunification in 
October, 1990. 

His handicap hardly a 
hindrance, a year later he 
took over the chairmanship 
of the CDU parliamentary 
party. 

His task now is 
considerable. No one In the 
CDU is confident of a return 
to office at the next federal 
election in 2002. 

In the states of eastern 
Germany, whose unification 
with the west symbolised Mr 
Kohl’s chancellorship, the 
CDU’s vote slipped on 
election night by up to 15 
percentage points. In 
Brandenburg the party fared 
scarcely better than the 
Party of Democratic 
Socialism, successor to East 
Germany’s communists. 

Out of the 16 LSnder, or 
state, governments in 
Germany as a whole, the 
CDU runs only one, Saxony, 
by itself although the 
Bavarian Christian Social 
Union has an absolute 
majority in Bavaria. The 
danger is of Christian 
Democracy becoming 
marginalised from 
mainstream politics. 

Some elements of Mr 
Schfiuble's revival strategy 
are already clear. First, 
under his leadership there 
will be no radical changes In 
political principles. 

On the opposition 
benches, the CDU mil retain 
its dose links with the CSU 


but will no longer have to 
agree on issues with the 
small right-wing Free 
Democratic Party, which was 
the junior partner in Mr 
Kohl’s government. 

That may create scope for 
a stronger social element In 
a CDU platform pitched at 
regaining voters from the 
“political centre" claimed by 
Gerhard SchTOder. 

In interviews following the 
September defeat, however, . 
Mr Schfiuble has made clea^ 
his continuing pride in the W 
CDU's “future programme" 
on which the party fought 
the election - largely an 
extension of reform ideas 
that had started to be 
implemented while in office. 
The fob now. he says, is “to 
persuade the public that our 
position is right". 

The CDU will also remain 
a Christian party with Mr 
Schauble rejecting ideas that 
a strong attachment to 
traditional family values has 
become outmoded. 

Second. Mr Schfiuble will 
wait for the new “red-green" 
government to make 
mistakes. 

He has identified the new 
government's plans for tax (I 
changes and for a ' 

withdrawal from nuclear 
power as potential weak 
spots. The former could cost 
jobs and the latter could 
increase Germany's 
dependence on fuel supplies 
from less stable parts of the 
world, he argues. 

Ralph Atkins 


Spin doctor with a bold prescription 


The appointment of Bodo 
Hombach as minister in the 
chancellor’s department is a 
sjgn that conventional think- 
ing win be challenged, if not 
thrown upside down. 

Mr Hombach, 46, is an 
astute purveyor of “third 
way” politics that reject both 
socialism and conservative 
supply-side economics. 

He argues for wholesale 
reform of some of Ger- 
many's most cherished 
postwar institutions, includ- 
ing the creaking “pay- as- 
you-go" pension scheme 
and a social security system 
which, he maintains, pro- 
motes a dependence on the 
state. 

He cites Ludwig Erhard, 
the Christian Democratic 
economics minister and 
chancellor credited with 
creating Germany's post-war 
economic miracle, in support 
of his calls for a rebuilding 
of the social market 
economy. 

Although his ideas have 
gained currency through his 
new book, Awakenings: the 
PoBUcs of the New Centre, 
his role in Mr Schroder’s 
government is likely to be 
subtle - despite his 1.93m 
height and 2301b weight 
Throughout his political 
career Mr Hombach has 
operated largely behind the 
scenes as advise - , schemer 
and fixer. 

Bom at Mulheim an der 
Ruhr, the trained telecom- 
munications engineer has 


been an SPD member since 
1971. For most of the 1980s 
he was general secretary of 
the party in North Rhine 
Westphalia, Germany’s most 
populous state and a power 
base of the SPD. 

As a dose campaign 
adviser, he three times 
helped Johannes Rau, the 
state prime minister, win an 
absolute majority in the state 
parli am ent. 

In 1991 Mr Hombach 
joined the marketing and 
strategy operation of Salzgit- 
ter steel In Dflsseldorf, and 
he subsequently had a 
series of jobs within the 
Preussag industrial conglom- 
erate which is headquartered 
in Lower Saxony, the state 
where Mr SchTOder was 
prime minister. 

But Mr Hombach’s rise 
and move Into Mr Schro- 
der’s camp is linked to 
developments in North Rhine 
Westphalia. 

Mr Rau was never a dose 
ally of Mr SchTOder. But Mr 
Rau's decision to step down 
as tiie local prime minister in 
March cleared tiie way for 
Wolfgang Clement, the 
state's economics minister 
and a moderniser in tiie 
mould of Mr Schroder, to 
take tiie state premiership. 

One of Mr Clement’s first 
acts was to appoint Mr 
Hombach, who has a repu- 
tation as one of the best 
connected politicians in Ger- 
many, as his economics 
minister. 


Now transferred to Bonn 
as minister, Mr Hombach 
will have a role as “trouble 
shooter" with a remit 
stretching across all govern- 
ment departments and easy 
access to Mr SchTOder. 

But he win have to tread 
deBcatety. For one thing, Mr 
Hombach's personal wealth 
- he fives In a DM 1.5m 
house In Mulheim - and rep- 
utation as a cigar-smoking 
political “spin doctor” means 
he is treated with suspicion 
by many traditionalists in the 
SPD. 

More pertinently, his Ideas 
for social and economic 
reform go far beyond the 
SPO's election manifesto 
and have already incurred 
the wrath of senior figures in 
the party. 



He argues Germany has to 
learn from US Ideas for 
using the social sesecurity 
system to encourage the 
unemployed back in to work. 
The welfare system should 
not encourage a cycle of 
dependency but encourage 
self-dependence and entre- 
preneurship, he suggests. 

While, in the US, there are 
too many eking out a living _ 
from low paid Jobs, Mr Horrafu 
bach sympathises with those ’ 
amazed that, in Germany, it 
is apparently better to have 
no job than a “McJob". 

On the state pension sys- 
tem Mr Hombach, unlike 
many In his party, admits 
that the ageing of the popu- 
lation means that the life- 
style expectations of those 
now contributing are likely to 
be frustrated at retirement 

He argues basic state pro- 
vision should, in future, be 
supplemented by occupa- 
tional schemes overseen by 
the state and by private 
pensions. There should be a 
greater emphasis on a capi- 
tal "funded" element to 
make clearer to recipients 
the level of provision. 

Jn Germany these are bold v 
ideas. The state pension 
scheme Is regarded as one 
of the forces binding genera- 
tions together In a highly 
consensual society. But Mr 
Hombach's prescription for 
Germany fits the mood of 
many in business. 

Ralph Alkfns 
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World-wide, we provide work 
and incomes for some 8.000 people, 
including 1.000 researchers who 
ensure a solid foundation for the future 
competitiveness of our company. 

The result of our work: 
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double-digit rates of growth in both 
turnover and profits over recent 
years. During the last business year, 
for instance, our Turnover rose 
16 percent to DM 2.6 billion while 
our pre-tax profit rose 23 per cent- to 
DM 278 million. Together with 
Bvk Gulden (pharmaceuticals) and 
Bvk Chemii* (special chemicals). 
ALTANA adiieved u profit-turnover 
ratio of 10.6 per cent. 

\Uth equity capital of DM 1.3 billion, 
wc can boast an cqtiily-to-assets 
ratio of 52.1 percent. 

A major shareholder and 
around 20.000 small shareholders 
give the ALTANA Croup u seat re 
financial base. O’er file last two years, 
we have been able to increase 
the dividends paid to our shareholder 
by 22 per cent. Our aims are dearly 
defined: growth da innovative 
products and targeted acquisitions, a 
medium-term improvement in our 
profit-to-iumovcr rario to 15 percent 
and the creation of job security. 

Fi other information: 
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THE ECONOMY by Tony Barber 


Cracks appear in SPD’s election cornerstone 

A growing chorus of employers and economists are criticising the coalition's proposals to solve the problem of German’s 4m unemployed by means of an 'alliance ter jobs . 


Rarely has the spotlight on 
the German economy been 
so intense as now. 

with perhaps a third of 
the global economy in reces- 
sion, a left-of-centre govern- 
ment holding power In Bonn 
for the first time in 16 years 
and 11 European countries 
about to launch the euro, the 
world needs sound, success- 
ful German economic poli- 
cies more than ever. 

The tasks facing Chancel- 
lor Gerhard Schroder's 
Social Democrat-Green coali- 
tion are made even more for- 
midable by the immediate 
economic outlook. His gov- 
ernment took office last 
month less than a week after 
Germany's six leading eco- 
nomic institutes had painted 
a picture of clearly deterior- 
ating domestic conditions. 

The upturn on which Hel- 
mut Kohl, the former chan- 
cellor. had counted to defeat 
Mr Schroder in last Septem- 
ber’s election is petering out. 
A weaker dollar and the 
troubles in Asia. Russia, 
parts of eastern Europe and 
Latin America are taking 
their toll on German exports. 

This will cause producers 
to reduce inventory levels, 
thereby curbing domestic 


demand. Meanwhile, slower 
growth in the US and In the 
euro-zone as a whole seems 
likely next year. 

Six institutes cut their 
1999 growth forecast for the 
German economy to 22 per 
cent from the 2.7 per cent 
they had estimated six 
months ago. Some forecast- 
ers are still more pessimis- 
tic: analysts at Warburg Dil- 
lon Read say that lower 
private consumption and the 
large budget gaps left by Mr 
Kohl's government mean 
Germany can expect only 1.5 
per cent growth next year. 

Irritatingly for Mr Schro- 
der. a majority of the insti- 
tutes also joined a growing 
chorus of company execu- 
tives and economists in crit- 
icising the government's 
planned tax reforms as timid 
and bad for business. 

Equally, these constituen- 
cies have had little good to 
say about the government’s 
proposals to put Germany's 
4m jobless back to work by 
means of an "alliance for 
jabs" among government, 
employers and trade unions. 

In Mr Schroder’s view, the 
“alliance for jobs" was no 
mere catchy election slogan 
but a cornerstone of the 


SPD's successful campaign. 
It was the unemployment 
issue which did for Mr Kohl; 
even though the seasonally 
unadjusted total dropped 
just below the politically 
charged level of 4m in Sep- 
tember, the news came too 
late to save him. 

Adjusted for seasonal vari- 
ations, unemployment stood 
at 4.15m, as high as in the 
1930s. Quite bow the “alli- 
ance for jobs” will work 
remains unclear. The chan- 
cellor and his finance minis- 
ter, Oskar Lafontaine, are at 
one in insisting that the gov- 
ernment wDl not interpret it 
simply as an opportunity to 
impose state-designed job 
creation schemes of the kind 
associated with the tradi- 
tional left. 

Still, the initiative clearly 
forms part of a pattern In 
which it is the new govern- 
ment's intention to boost 
economic growth by increas- 
ing overall demand, partly 
through tax reform and 
partly by assisting job cre- 
ation wherever it can. 

On these points, the scope 
for clashes with the business 
world Is considerable. 
Employers doubt that the 
coalition is addressing the 


roots of Germany's jobless 
problem, among which they 
identify the high tax and 
soda! security charges that 
discourage the hiring of 
workers. 

But Mr Lafontaine points 
out that, by increasing taxes 
on energy use, the govern- 
ment has created room to 
cut an annual DM36bn from 
companies’ pension and 
social security bills. 

As part of Its plans to 
stimulate demand, the coali- 
tion is proposing tax 
relief for wage- earners 
amounting to DM30bn in 
1999 and 2000. 

The private sector con- 
tends that the government 
plans to financp this reduc- 
tion largely by broadening 
the basis of corporation tax. . 

Many companies, espe- 
cially exporters, complain 
that this would deter invest- 
ment and job creation at the 
very time when they are 
expecting falls in orders and 
profits. Take the chemicals 
and drugs industries, vital to 
Germany’s economic suc- 
cess. 

Four of the nation's big- 
gest companies. BASF, 
Bayer, Hoechst and Sobe- 
ring, each reported last 
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month that the. Asian crisis, 
the falling dollar and the 
decline in global chemical 
prices would affect their 
annual -results. 

According to the Munich- 
based Ifo institute, business 
confidence dropped sharply 
in September, even before 
the election that put the SPD 
and Greens into power. As if 
this were not enough, pres- 
sure is also piling upon 
Mr Schrdder from the 
SPD's traditional constituen- 
cies. 

The largest trade union, IG 
MetalL which represents 
more than 3m metal and 


electrical workers, is press- 
ing for wage increases of 
6.5 per cent next year, 
well above the annual infla- 
tion rate of less than 1 per 
cent 

Bank and other clerical 
workers want the same 
amount With IG MetaJTs 
former deputy leader, Waite 1 
Rlester, Installed as Ger- 
many's labour minister, the 
unions are clearly hoping 
that their voice will count 
for more in government poli- 
cy-making. 

More broadly, they aim to 
reverse the decline in their 
fortunes that has semi a 25 



per cent drop since 1991 in 
membership of the DGB 
national trade union federa- 
tion. Pressure from the 
SPD's left wing and the envi- 
ronmentalist Greens is visi- 
ble in the shape of the early 
assault launched on nuclear 
power, which provides more 
than a third of Germany's 
electricity. 

Yet Mr Schrbder is keen to 
reach a consensus with 
nuclear plant operators over 
the details of any eventual 
withdrawal from atomic 
energy. 

The result, says Gertrud 
Traud of investment ana- 


lysts Julius B&r, Is that “rev- 
olutionary changes in the 
energy supply system a 7. 
highly unlikely". j'k 

Even so, the broad thntff 
of the new government's pol- 
icies is already arousing con- 
troversy. Mr Lafontaine in 
particular sees himself as 
spearheading a Europe-wide 
drive for Jobs and growth. It 
remains to be seen how suc- 
cessfully that project can be 
reconciled with fiscal stabil- 
ity in the euro-zone and 
what German business secs 
as the pressing need for 
structural reform of the 
economy. 


POLICY ISSUES by Ralph Atkins 


World waiting for reform 


Apart from changes to the tax structure, 
priorities will be curbing unemployment 
and excesses of market speculation 


"Germany needs reform and 
in many respects we don't 
have much time. The world 
will not wait for us." 

Nobody in the new govern- 
ment would disagree with 
the warning from President 
Roman Herzog, delivered as 
he handed over Chancellor 
Gerhard Schrader's certifi- 
cate of office last month. 
But. although the Social 
Democratic/Green party 50- 
page coalition pact covers a 
multitude of policy Issues, 
the speed at which they 
will be introduced will 
vary. 

Much foils to Oskar Lafon- 
taine. the SPD chairman 
who heads an expanded 
finance ministry. His tax 
reform plans were the cen- 
trepiece of the coalition gov- 
ernment. His aim is to sim- 
plify a notoriously complex 
and opaque system and 
boost the income of average 
working families. But Mr 
Lafontaine's ambition to 
introduce more “justice" 
into the tax system has 
fuelled accusations from 
industry organisations that 
he is embarking on old- 
fashioned. redistributive pol- 
itics. 

The changes should start 
to take effect soon. The first 
of three stages of reforms is 
due to be implemented on 
January’ 1. At that time, the 
starting rate of income tax 
would be cut from 25.9 per 
cent to 23.9 per cent. By the 
final stage - to come into 
force from January* 2002 - 
the starting rate would have 
fallen to 193 per cent. The 
top rate would have fallen 
from 53 per cent to 48.5 per 
cent. 

Although the government 
plans a commission on 
reforming corporation taxa- 
tion and has set the goal of 
capping taxes on companies 
at 35 per cent by 2000. much 
of the cost of cutting income 
taxes will be borne by busi- 
ness. Some TO measures to 


streamline the tax system 
and remove “superfluous" 
reliefs have been identified 
which would raise about 
DM40bu. Overall, the net tax 
"giveaway" by 2002 would be 
DMiObn under Mr Lafon- 
taine's three-stage plan; the 
average working family 
would be DM2.700 a year 
better oft. 

Mr Lafontaine says the tax 
reforms will be buttressed by 
prudent budgeting by the 
government; the coalition 
pact has set debt reduction 
as one of its financial aims. 
He has also signalled a will- 
ingness to tackle structural 
reforms in the welfare state. 
Hints about a possible 
means testing of unemploy- 
ment pay have provoked 
criticism from Norbert 
Bilim, formerly Mr Kohl's 
labour minister who saw the 
welfare system as an impor- 
tant part of Germany’s social 
solidarity. 

Besides tax reform. Mr 
Lafontaine's priority wxU be 
seeking international agree- 
ment on measures to create 
jobs and curb the excesses of 
financial market specula- 
tion. 

Mr Schroder has proposed 
establishing a European 
“employment pact" along- 
side the existing anti-infla- 
tion pact for economic and 
monetary union. For his 
part, Mr Lafontaine backs 
ideas originally floated by 
Paul Volcker, former US 
Federal Reserve chairman, 
for setting target zones for 
the world's main currencies. 

Economic initiatives on 
the international stage will 
be Hanked by assurances 
from Joschka Fischer, the 
Green foreign minister, of 
continuity in foreign policy 
- within Europe and across 
the Atlantic. 

Enhanced financial co-or- 
dination with other coun- 
tries, the government 
believes, will contribute to 
Lhe government's principal 




PROFILE 

DIETER HUNDT 


Oskar Lafonta i ne: promises prudent budg^fcig 


task - cutting unemploy- 
ment. But it is also planning 
to summon an “alliance for 
jobs" bringing together the 
unions, employers and the 
state. The aim would be to 
orientate wage policies, 
employment practices and 
government decisions 
towards the common goal of 
job creation. 

The new government 
hopes, too. that its "ecologi- 
cal tax" plans will cut jobles- 
sness. Funds raised from 
higher petrol, gas, oil and 
electricity prices will finance 
cuts in statu tori' social con- 
tributions paid by employees 
and employers. The result- 
ing reduction in currently- 
high non-wage labour costs 
would increase German 
labour competitiveness. 

Other early priorities will 
include new citizenship rules 
which would, for the first 
time, expressly allow “dual 
nationality" and grant Ger- 
man citizenship to foreigners 
after eight years living in 
the country. Children of for- 
eigners would be able to 
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claim German citizenship at 
birth if one of their parents 
was born in Germany or 
came to Germany before the 
age of 14. 

In other areas, however, 
the coalition government 
has opted for delaying tac- 
tics. Most noticeably, differ- 
ences between the SPD and 
Greens over the timetable 
for exiting nuclear power 
forced a compromise deal 
which allows one year to 
reach an agreement with the 
energy industry on a phased 
withdrawal If there is no 
deal at Lhe end of this 
period, then - at least 
according to the coalition 
deal - legislation imposing a 
timetable will be introduced. 
However, there will be 
immediate measures to 
review the safety of the 
country’s 19 atomic power 
stations. 

Similarly. In the area of 
reforming the creaking pay- 
as-you-go state pension 
reform, the government Is to 
reverse immediately cuts 
agreed by the Kohl adminis- 
tration but will otherwise 
put off decisions until next 
year. So far. its plans lor 
confronting the challenges of 
an ageing population have 
only a shape In outline: more 
people would pay into the 
state scheme but private pro- 
vision and occupational pen- 
sion schemes would be 
expanded. 

Another area where con- 
frontation has been avoided 
is in defence policy. 
Although many Greens are 
pushing for significant 
reductions in the size of Ger- 
many’s armed forces, the 
government has postponed 
significant decisions pending 
the outcome of an “armed 
forces commission”. The 
commission, which is expec- 
ted to take up to two years 
to report, will study possible 
threats to Germany’s secu- 
rity as well as alternative 
structures for the armed 
forces. 

Deferring decisions - 
whether over defence policy 
or nuclear power - has bad 
the advantage or allowing 
time for a reasoned debate. 
It also avoids unnecessary 
argument at the start of the 
new go v e r n ment But resolv- 
ing such difficult issues will 
be the test of the new gov- 
ernment's ability to effect 
reform. 


Sceptic who will 
need persuading 


If Germany's new left of 
centre government is to 
make a success of its 
planned nationwide “alliance 
for jobs” to cut unemploy- 
ment it must persuade a 
sceptical Dieter Hundt that 
the project has merit 
As chairman and owner of 
50 per cent of AKgaier- 
Werke, a medium-sized 
motor components manufac- 
turer in the south western 
state of Baden Wurttemberg, 
Mr Hundt is the type of mit- 
teistand entrepreneur that 
Chancellor Gerhard 
Schroder sees as a key pro- 
vider of new jobs In the 
future. 

Better known as head of 
the German employers' fed- 
eration (BDA), the 60-year- 
old Mr Hundt is almost cer- 
tainly Germany’s most influ- 
ential industrialist when it 
comes to deciding whether 
business can work with the 
coalition of Social Demo- 
crats and environmental 
Greens to combat unem- 
ployment 

“Obviously, we can all get 
together round a table and 
talk. But not a single job win 
come of that," Mr Hundt 
says. “New jobs appear in 
my company when I and my 
works council agree 
arrangements that reflect 
reforms agreed in collective 
agreements and which 
increase our 
competitiveness. 

“A genuine alliance for 
jobs cat only exist at plant 
level,” he explains. “The 
partners in the collective 
bargaining process have to 
set the right conditions 
through flexible agreements. 
And the government has to 
accompany this process by 
creating the right frame- 
woric* 

Mr Hundt fears that the 
new government will not ful- 
m its part of this bargain. He 
sees “dark clouds on the 
horizon”. The coalition’s 
plans for cutting corporate 
tax breaks and its decision 
to reverse the previous gov- 
ernment’s welfare cuts mean 
his members are “less wor- 
ried about the world econ- 
omy than what the new gov- 
ernment has in store for 
business and especially for 
the /nftte&farxf. 

This is potentially bad 
news for Mr Schrdder. A 
tough but fair negotiator, Mr 
Hundt Is a moderate on 
social issues. He has been 
firmly committed to making 
Germany's corporate busi- 
ness structure work better 
and is Interested in reaching 
agreements. 

“I strive for solutions that 
are acceptable for the 
people sitting opposite. I've 
always been that way and 
my approach has been justi- 
fied by experience. It never 
pays to break bridges," he 
says. 

It was with tills philosophy 
that he agreed a local “a0i- 
ance for jobs” with the 1 ,200 
employees of his company 
in Uhingen, near Stuttgart a 
year ago. 

“We agreed to invest a 
substantial, specific amount 
in our home base In Ger- 


many in the four years to 
2002. There would be no ' 
dismissals on the grounds of 
business trends. Our training 
programme should be main- 
tained at least at Its present 
level and expanded if possi- 
ble. We agreed to offer a 
proper job to all who suc- 
cessfully completed their 
training. That was our side 
of the bargain," Mr Hundt 
recalls. 

“In return, we obtained an 
enormous increase in the 
flexibility of working hours. 
For example, we cot work 
Saturdays. We have working 
time accounts so that 
people can work up to 50 or 
60 hours in the week and for 
less than the 35-hour week 
agreed for the metal working 
industry. 

“We toe operations 
abroad. But my goal is to 
mafritalnthe main plait of 
our group near Stuttgart at 
its present size at least," he 
says, “tt has 1,150 to 1,200 
employees. They have 60 
different models covering 
their working hours. One 
shift, two shifts, three shifts; 
extended one shift, 
extended two shifts, three 
shifts including Saturday, 
shortened working hours: all 
different working time mod- 
els. It's great There are no 
problems at all. Everybody is 
happy. I am and so are my 
employees.” 

Such flexibility “was 
unthinkable 10 years ago" 
when working hours were 
precisely regulated. Then it 
was: “Start work at 6 
o’clock, end at 1600 hours, 
break at 1200 noon." 

The deal agreed with the 
Allgaier-Werke workers’ 
council shows haw a heavily 
unionised German business 
can modernise its working 
methods within the frame- 



work of a coflective bargain- 
ing agreement 

“We would have really big 
problems without collective 
agreements In Germany," 
says Mr Hundt “Consider 
the idea of introducing more 
part-time working in old age 
to create job opportunities 
for the young. That is a very 
good example of why, given 
the German mentality, Ger- 
man culture and German 
history, we need collective 
agreements. We could never 
regulate that through Individ- 
ual agreements in a com- 
pany. But if such a model is 
agreed between an employ- 
ers' federation and a trade 
union, our workers will 
accept it. German workers 
trust their trade unions." 

He admits that he could 
imagine a different system of 
collective bargaining "If we 
were to start afresh now. 
with a dean sheet of paper, 
a new Germany. 

“But we have to build on 
the system as it is. People 
are accustomed to think in 
terms of collective bargain- 


ing. ft would be a horror 
scenario if I had to agree 
individual contracts with all 
my 1,200 employees. Things 
are regulated and we can 
have differing arrangements 
between certain margins. It 
is rather like manoeuvring 
between the crash barriers 
on the motorway. There are 
Omits. If everything were . ■ 
unregulated, there would bi 
a big risk of crashing into 
oncoming traffic.” 

In Mr Hundt's view, Ger- 
many’s employers and trade 
unions “have been very suc- 
cessful in reshaping collec- 
tive agreements in recent 
years. We have more flexible 
methods of operating which 
are very attractive". 

Looking to the future, he 
expects collective agree- 
ments will become still more 
flexible. “I believe that a 
reformed system of collec- 
tive bargaining offers the 
best chancB of avoiding 
out-of-date conflicts such as 
strikes," he says. 

Peter Norman 
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EASTERN GERMANY by Frederick Stiidemann 

Sparkle 
amid the 
gloom 

The region offers a more flexible labour 
market and a lighter bureaucratic touch 
than in the west 


East Germany no longer 

looks like a basket case. 
Bight years after unification 
with the west, the region's 
roads no longer rattle the 
bones and telephones not 
only work, and are freely 
available but are part of one 
of Europe's most modern 
telecommunications net- 
works. 

Villages, towns and cities 
where buildings were once 
crumbling are in the process 
of being restored. Indeed, 
many now look better and 
wealthier than their western 
equivalents. 

All this has come at a con- 
siderable cost Since unifica- 
tion more than DMl.OOObn in 
public money has flowed 
into eastern Germany. 

But. while there has cer- 
tainly been something to 
show for all this money, the 
project of reconstructing a 
formerly communist com- 
mand economy has proved 
more difficult than expected 
and is set to continue for a 
considerable time. 

The region is blighted by 
high unemployment. Its 
Industries lag behind those 
in the west in terms of pro- 
ductivity and exporting 
strengths. On top of these 
economic factors, east Ger- 
mans frequently complain of 
suffering from heavy-handed 
treatment by apparently 
arrogant westerners. 

There are lingering griev- 
ances about the restitution 
of property expropriated 
under co mmunis m to former 
owners, often westerners. 
Investigations by govern- 
ment bodies and the media 
into the pervasive workings 
of the communist secret 
police, the Stasi, have been 
transformed into a point of 
tension between east and 
west. 


Within the east there is 
tension between the victims 
of Stasi oppression and per- 
petrators or those who think 
the matter is best left alone. 
In relation to the west, east- 
erners claim the issue of 
Stasi involvement, whether 
alleged or otherwise. Is used 
indiscriminately to tar the 
east. 

To complete the gloomy 
picture the region's popula- 
tion is dropping. Since unifi- 
cation as many as 1.5m 
people have left in search of 
work or a better life else- 
where. 

According to a recent 
study by the Institute for 
Labour Market and Employ- 
ment Research, which is 
allied to the Federal Labour 
Office, there will be no fun- 
damental improvement in 
the eastern German job mar- 
ket for at least 10 years. 
With unemployment run- 
ning at around IS per cent. 


Ullages, towns 
and cities, once 
crumbling, are in 
the process of 
being restored’ 


and higher if the numbers of 
people on training or make- 
work schemes are included, 
this is a grim prediction. 

The institute's forecast is 
based on the assumption 
that the consolidation of 
public sector spending set in 
train by the previous govern- 
ment will continue, that 
growth in the region will 
increase by not more than 5 
per cent a year, productivity 
will rise by 3 per cent for 
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set to continue 


Gerhard Schroder, largely an unknown 
quantity on the European stage, is likely to 
be less visionary than his predecessor 


Waiting game: the region is bSghted tv high unemployment 


each employee and wage pol- 
icy will be productivity-ori- 
entated. 

Following the election of 
Gerhard Schroder's Social 
Democrat-led government, 
some of these criteria are 
obviously up for question, 
not least the assumption 
about government spending. 
But the underlying message 
is clear. It will take time for 
the east German economy to 
provide self-generated 
employment growth. 

Instead, it will probably be 
left to publicly-sponsored 
make-work schemes, which 
were already expanded this 
year under the previous gov- 
ernment. to get people, nom- 
inally at least, off the dole 
queues. 

Economists in the region 
identify three main causes 
for the lack of improvement 
in the job market in the for- 
seeable fixture - contraction 
in the construction sector 
which boomed after unifica- 
tion on the back of govern- 
ment funded infrastructure 
programmes, the striving for 
higher productivity by busi- 


ness in the region and slim- 
ming of the public sector. 

But RQdiger Fobl, head of 
the Halle Institute for Eco- 
nomic Research in the state 
of Saxony-Anhalt, a particu- 
lar unemployment black- 
spot. says these trends 
should not be seen as totally 
negative. 

The scaling back of a 
bloated construction sector, 
which in 1997 made up 15 
per cent of the economy as 
opposed to 5 per cent in the 
west, is a welcome develop- 
ment, as is the trimming of 
the public sector. Higher 
productivity should also 
deliver longer-term benefits 
and, he hopes, jobs. 

Understandably, perhaps, 
such economic detail is lost 
on many east Germans. Mr 
Pohl believes part of the 
problem lies in the way suc- 
cess is measured and per- 
ceived at popular level 

Under communism, where 
the economy was dominated 
by mono-industrial giants, 
people became accustomed 
to thinking in big dimen- 
sions. 



“The success of a small or 
medium-sized company 
employing a couple of hun- 
dred people hardly regis- 
ters," he says. Yet, he points 
out, it is precisely such com- 
panies the region needs. 

Not all the news coming 
out of the east is gloomy. In 
fart, in certain areas, such 
as flexibility in the labour 
market anil a lighter bureau- 
cratic on business, the 
region is actually ahead of 
the west 

The difficult job market 
and the general economic 
upheaval which followed 
unification have also made 
easterners more mobile and 
ready to embrace change. 

The appetite for change 
has also shown itself in the 
political arena, where east- 
erners have proved far more 
volatile voters than western- 
ers. The result is mens dra- 
matic swings between the 
parties, as shown in Septem- 
ber's general election when 
support for the then-govern- 
ing Christian Democrats 
dropped by nearly 12 per 
cent, a slide considerably 
beyond what, in the west, 
traditionally counted as a 
landslide. 

Richard SchrOder. a theo- 
logian and member of the 
first, and last, democrati- 
cally elected East German 
government before unifica- 
tion, says the willingness to 
shop around among the par- 
ties Is evidence of an undev- 
eloped democratic culture. 

Other commentators, how- 
ever, wonder whether in 
Germany's changing politi- 
cal landscape, where tradi- 
tional ties between certain 
social groups and parties 
have weakened, it is not a 
sign of things to come across 
the country as a whole. 


Germany's ... European 
visionary has gdne. But Hel- 
mut Kohl’s; general election 
defeat does hot mean any 
let-up in pressure forgreater 
European integration. 

• The ctialitioh agreement 
between the Sociai. Demo- 
cratic party; and the environ- 
mental Breens pledges Ger- 
hard ■; S.chr3der’s new 
left-of-centre government to 
“drive the European integra- 
tion process . forward with 
new initiatives’* and use Ger- 
many’s EU presidency in the 
first rix months of next year 
“to give new Impulses to the 
deepening and widening of 
the European Union”. 

These nnHnrfalrfng B are to 

be taken seriously. Although 
Mr SchrOder is largely an 
unknown quantity on the 
European stage and until 
recently was sceptical about 
the euro, Oskar Lafontaine, 
the firiarir*- minister, has a 
host of projects for economic 
policy co-ordination and 
combating unemployment at 
EU level. And, because most 
other EU governments are 
social democratic, the 
chances of progress look 
good. 

A paradox of Helmut 
Kohl's last years in office 
was that Germany’s great 
European statesman was 
Increasingly obliged to adopt 
positions that blocked EU 
integration. 

Depending, as Mr Kohl 
did. on the support of 
Edmund Stoiber. the Euro- 
sceptic Christian Social 
Union prime minister of Bav- 
aria, the former chancellor 
presided over a government 
that allowed no significant 
progress on such crucial 
issues as reform of the com- 
mon agricultural policy. 

Mr Kohl would press the 
EU*s enlargement to include 
the former communist coun- 
tries of eastern and central 
Europe as an urgent priority 
for peace and freedom, only 
for his agriculture minister 
to cast doubt on the project 
because of the competitive 
threat to farm products. 


With Mr SchrSder at the 
helm Germany is likely to be 
less visionary and could be 
more predictable. 

Mr SchrOder will approach 
the EU with far less emo- 
tional baggage than Mr 
KohL who first formulated 
his pro-European ideals in a 
devastated .Germany at the 
end of the second world war. 

“My generation and those 
following are Europeans 
because we want to be, not 
because we must be." says 
54-year-old Mr Schroder . 
“That makes us freer in deal- 
ing with others. 

“It also gives us bigger 
possibilities to know and 
understand other cultures. I 
am conv inced that our Euro- 
pean partners want to have 
a self-confident German part- 
ner which is more calculable 
than a German partner with 
an inferiority complex. 

“Germany standing up for 
its national interests will be 
just as natural as France or 
Britain standing up for 
theirs." 

Mr SchrOder has promised 
tha t be will not change Ger- 
many's pro-European direc- 
tion. But he stresses that the 
journey may become more 
difficult. “Everyone must 
realise that with the decision 
over the euro the strategic 
heights have been reached. 
Now we begin with the hard 
work in the plains.” 

This will mean a more 
hard-nosed approach to the 
EITs eastward enlargement 

Mr SchrOder has reaf- 
firmed his support for 
enlargement while warning 
that the economic pre-condi- 
tions and consequences of 
“this great work” must be 
taken more seriously than in 
the past. “Realistically, we 
will need time,” he says. 

The new government will 
not duck diffic ult questions, 
such as the effect of Polish 
EU membership an a Ger- 
man labour market marked 
by high unemployment 

“There will be many con- 
flicts of interest which we 
will have to resolve in a 
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spirit of partnership." 
chancellor warns. 

For Mr Lafontaine, Bum- .. 
peon partnership te an essen- 
tial part of his plans for 
tackling the 4xn unemployed. 

The government lias pledged 
to put combating unemploy- 
ment “at the centre" of its 
European policy and will 
seek a “European employ- 
ment pact". 

It wants the euro to l» a 

success and to this end Is 

determined to step up Eur* 
poan co-ordination of eco- 
nomic, financial and social 
policy and work for “jeint 
and binding rules against 
tax, social and environniogjt 

tal dumping”. 

The red-green coalition 
accord includes an “effective 
minimum taxation of compa- 
nies and the elimination of 
tax oases”. 

Although Mr Lafontaine 
was sceptical about the sin- 
gle currency, he has come to 
the finance ministry with a 
long European pedigree. 

He was brought up in the 
Saarland near the French 
border, rising to become the 
state’s prime minister. He is 
plugged into the European 
social democratic political 
network through his posi- 
tion as SPD chairman. 

He has long been close to 
Jacques Deiors, the former 
Brussels commission presi- 
dent. Mr Lafontaine has also 
moved to strengthen his coj^L 
trol over European poli^r 
issues, taking the European 
department from the eco- 
nomics to the finance minis- 
try. 

There will be continuity 
on European affairs in the 
German foreign ministry 
despite new political man- 
agement after 29 years with 
a Free Democrat minister at 
the head. 

Joschka Fischer, the 
Green foreign minister, is an 
enthusiastic pro-European. 

And he will be comple- 
mented by Gflnter Verheu- 
gen, the SPD minister of 
state for European affairs, 
who is an expert on security 
issues. 

The SPD-Green coalition 
pact made reaching agree- 
ment on the Agenda WO 
programme for EU agnrol- 
tural. structural and finan- 
cial reform one or the main 
tasks facing the German 
presidency. 

The new government has 
smoothed the way for its six- 
month presidency by promis- 
ing that it will make an 
“appropriate” contribution 
to financing the EU budget 
and indicating a greater will- 
ingness than Mr Kohl's 
administration to tackle 
agricultural and structural 
reform. 

These are early days yet, 
but the signals on EU policy 
coming from Bonn's new 
government are at green 
rather than red. ^ 


THE WORKPLACE by Lucy Smy 


New faces around the table 


The government is resurrecting the jobs 
forum with unions and employers 


It's the courage and ideas or entrepreneurs that have made Germany 
the major business force it is today For 50 years r.fW has provided 
support - smoothing the wa>s and providing the means. Whilst at the 
ousel the focus o.as on the Marshall Plan and the reconstruction of a 
devastated Germany, new fields of activity soon appeared: small and 
medium-sized business development, export and project finan- 
cing. and financial cooperation with developing countries. With 
the fail of the wall our name once again took on a new significance, 
in eastern Germany as elsewhere we're defining new ways and provi- 
ding the means to realize them. Kredttanstait fur Wiederaufbau. 


You have the 


courage and ideas. 
We have the ways 


and means. And have 


had for 50 years. 


so TEARS' 


KM 


Ways and Means 
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Gerhard SchrOder, 
Germany’s new chancellor, 
says he can get Germany 
hack to work. In fact, an 
upturn in the ec on omic cycle 
means that as he takes 
office, unemployment has 
fallen for the ninth month in 
a row. 

The good news about fall- 
ing unemployment figures 
did nothing to help Mr 
Schroder’s predecessor, Hel- 
mut KohL who presided over 
the worst unemployment fig- 
ures in the country’s post- 
war history. Mr Kohl saw 
unemployment rise to a level 
erf more than 4m people and 
appeared powerless to stop 
it. 

However, the solution to 
create jobs which Mr SchrO- 
der made one of the main 
points of his election cam- 
paign has been blatantly bor- 
rowed. 

He is proposing a “round 
Cable for jobs” - a forum 
where unions, employers 
and the government all sit 
down and work together to 
create more jobs. It is not 
new. 

“We tried this before in 
1996" says GQnter Albrecht 
of the DIHT, Germany’s 
chambers of industry and 
commerce. Then the negotia- 
tions broke down as the 
unions felt they were being 
squeezed on wages as 
employers demand ed better 
preconditions to create jobs. 

This time employers asso- 
ciations threatened not to 
show up at afi. During the 
election employers said that 
if Mr Schroder’s Social Dem- 
ocrats won the election and 
stuck to a pledge reversing 


the cut in sick pay, from SO 
per cent back to 100 per cent, 
they would not turn up. 

The election result has 
seen a change of heart from 
the employers associations 
but they are markedly less 
enthusiastic about the round 
t«hig titan are the unions. 

“We will participate to the 
round table,” says Alexander 
Batschari of the VDMA. the 
trade association for . the 
plant and machinery indus- 
try, “But we cannot expect 
mi r acles. We can only create 
new Jobs when we have 
orders." 

“The ‘new alliance for 
jobs’ is the topic of the new 
government," says Mr 
Albrecht. “But its success 
depends on the philosophy 
behind the new government 
and no one knows exactly 
what that is.” 

“The SPD say it is their 
Priority. I expect an invita- 
tion shortly after the govern- 
ment is formed,” says Jdrg 
Barszynski of the IG Metall 
Union. 

Not only is creating jobs 
the new government’s prior- 
ity, according to Mr Barszyn- 
ski, it is the priority of the 
nation. “The change in Ger- 
many took place because 
people saw the old govern- 
ment could not change the 
labour figures. No one 
expects the new government 
to work a wonder, but if 
they do not change the 
work situation they will be 
out" 

It could be a heavy load to 
hear, regardless of any cycli- 
cal help. Mr Batschari 
sounds the warning from the 
machinery makers. “In the 


first eight months of this 
year our orders have gone 
up by 7 per cent and exports 
are up by around 10 per cent, 
but the increase in jobs has 
only been 0A per cent This 
ratio of jobs to products 
is new. it used to match - 
more. 

“It is the result of the last 
economic downturn, when 
bankruptcies were high," he 
explains. "Companies have 
not forgotten this . Officially 
6,000 more jobs have been 
created in our industry in 
the first eight months of the 
year, but 7,000-8.000 more 
have been created to tempo- 
rary work. Employers do not 
want to hire people, because 
the cost of firing them is 
high. People are now very 
cautious.” 

Moreover, heavy engineer- 
ing companies making what 
are essentially investment 
products are looking fear- 
fully at what possible effect 
the Asian financial crisis 
will have on tht>m 

“Our exports to Asia have 
declined strongly and in the 
next few months we will see 
orders slump,” says Mr Bat- 
schari. “We are also expect- 
ing more competition from 
Japan. When the round table 
is created it will be impossi- 
ble for representatives of our 
industry to promise success 
and more jobs. We cannot 
act and react as if we are 
only in Germany. We are 
dependent on the rest of the 
world economy." 

But the IG Metall leader is 
more positive about the out- 
come of the round table and 
full of suggestions. Union 
proposals for a cut in over- 
time, hiring more people and 
introducing early retirement 
could create 1.5m jobs, says 
Mr BarszynskL 


Mr Albrecht of the DIHT 
bas more modest ambitions 
“The talks should help to 
create an employment-ori- 
ented wage policy and could 
help to create a positive cli- 
mate for wage settlements 
' and resolving crises.” 

This may be no mean feat 
with the IG Metall union 
announcing a pay claim of 
6.5 per cent - instantly 
attacked by employers as 
ignoring economic realities 
- and banking and insur- 
ance unions looking set to 
follow suit. 

Employers and unions 
want the annual pay round 
talks to be held separately 
from the round table taM 
but the co-dependence of 
creation and wage levels 
looks set to stymie this at 
some point 

Greater communication 
between employers and 
employees seems welcome 
on all sides - albeit with dif- 
ferent levels of expectation. 
But Mr Albrecht questions 
its need at a nations] level. 

“Alliances for jobs already 
exist in plants and that is 
vrhere they work. The union 
to the plant and the manage- 
ment both know what is 
going on with the plant and 
between them they can 
decide what is best for wages 
and employment oriented 
policies,” he says. 

"It Is not up to govern- 
ment alone to create more 
jobs, particularly when the* 
government is so new thattfw 
aot spelt ent clearly 
what Its policies will he.” 
says Mr Albrecht. 

“That is why it is so hard 
5°. , teH whether the round 
table for Jobs will succeed 
We have changed the gov- 
emment but not the ques- 
tions." 
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Capital 

transfer 

The move is a dramatic example of how 
Germany has been changed by unification 


The late Franz Josef Strauss 
once claimed that the only 
excitement to be found in 
Bonn came from watching 
\ the trains departing from the 
town's main station. 

Were he alive today thB 
: former Bavarian premier 
\ and conservative heavy- 
l weight would be able to wit- 
ness a departure on a much 
grander scale as the German 
government prepares to 
leave its Rhineland base in 
Bonn and move to Berlin. 

As a logistical exercise the 
■ < transfer next summer of tens 
of thousands of politicians, 
bureaucrats, lobbyists, jour- 
nalists and others who make 
it their business to follow 
government will be an 
operation of military propor- 
tions. 

But the move is about 
more than just the shifting 
of bureaucratic and political 
furniture. It is one of the 
more dramatic examples of 
just how Germany has been 
changed by unification fol- 
lowing the collapse of 
communism nearly 10 years 
ago. 

Among intellectuals and 
opinion formers the move 
has already been character- 
ised as the transfer from the 
•i "Bonn Republic" to the “Ber- 
f* tin Republic". Pinning down 
what these terms exactly 
mean is difficult. 

Broadly speaking, Bonn Is 
taken as the symbol of suc- 
cessful political and eco- 
nomic recover)’ accompanied 
by self-conscious modesty. 
Berlin, in contrast, is viewed 
as anything from a refresh- 
ingly metropolitan and 
open-minded place to a 
messy and vulgar city 
closely associated with the 
greatest horrors and mis- 
takes of German history. 

Such sweeping opinions, 
which can be found in most 
of the country's quality 
newspapers, are dismissed 
by some veteran politicians. 

Count Otto Lambsdorff, a 
former economics minister, 
.jyor instance, says that while 


Bonn Is a manageable and 
predictable place for govern- 
ment to do business and Ber- 
lin will be more hectic the 
move will not fundamentally 
alter the character of the 
republic. 

On a more down-to-earth 
level, both cities have 
already been dramatically 
changed in the run-up to the 
move of government, which 
may take place faster than 
originally planned following 
Gerhard Schrader’s election 
victory. 

The new Chancellor has 
never been particularly asso- 
ciated with Bonn. His power- 
base was the state of Lower 
Saxony, where he was prime 
minister. He is expected to 
move to Berlin as quickly as 
possible - his wife, Doris, 
and stepdaughter are stay- 
ing in Lower Saxony until he 
does. 

Berlin’s first keynote date 
in the federal political calen- 
dar is the election next May 
of the federal president By 
then the reconstruction of 
the Reichstag parliament 
building will be complete, 
though parliament is only 
due to move in the summer 
recess. 

The new chancellery build- 
ing is due to be finished at 
the end of next year. Most of 
the ministries also plan to be 
ready to function in the lat- 
ter half of 1999. 

Transport bubs, such as a 
completely new central sta- 
tion linkin g express, local, 
underground and high-speed 
trains, are also in the mak- 
ing. Just south of the Bran- 
denburg Gate at Potsdam er 
Plata a vast office, retail, res- 
idential and entertainment 
complex is almost finished. 
Running underneath all this 
will be tunnels for cars and 
trains. 

Besides delivering new 
infrastructure and buddings, 
which are doing much to 
erase the scars acquired by 
Berlin's often unhappy jour- 
ney through the 20th cen- 
tury. the city hopes the 
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Benin has suffered from the painful process of reconstruction 


arrival of government will 
boost its Sagging economy. 

One of the ironies or Ger- 
man unification is that, 
while Berliu obviously 
gained so much from the fall 
of the wall which divided the 
city, it has also suffered 
more than others from the 
painful process of recon- 
struction- 

unemployment has risen 
as the collapse of the com- 
mand economy in the east 
took with it many inefficient 
industries. In the west the 
scrapping of federal subsi- 
dies, intended to maintain 
the city’s Cold War image as 
an outpost of the free 
world, has had a similar 
effect. 

Meanwhile, the opening up 
of the city’s hinterland, the 
state of Brandenburg, has 
lured business and middle- 
class taxpayers to greener 
and cheaper pastures. 

The city's government, the 
senate, has been over- 
whelmed by the scale of the 
task of bringing Berlin’s two 
halves back together and 
making the preparations for 
a return to the role as a capi- 
tal. 

Inhabitants, investors and 
visitors alike complain of the 
surprising provincialism of 
city politicians and officials 
and a tendency to see cen- 
tral government coffers as 
the solution to all local prob- 
lems, another legacy of Ber- 


lin's tune on the sidelines of 
national life. 

“I just hope that .when the 
Bonners arrive if will be like 
a tidal wave which will 
sweep away all this small- 
mindedness." says a senior 
federal ‘official based in Ber- 
lin. 

Bonn, meanwhile, is get- 
ting used to the idea of a 
role out of the limelight. It is 
not a totally uninviting pros- 
pect. 

For much of its history 
Bonn was a quiet Rhineland 
university city. The motor 
cavalcades and police escort 
riders never looked quite 
right in its suburban streets. 

Tbe economic impact, too, 
should be modest. Two out 
of three jobs in Bonn-based 
government ministries will 
stay. Some departments, 
such as defence, are remain- 
ing in their entirety, others 
are keeping substantial 
“back offices" in the city. 

Overall, tbe net job loss, 
including from embassies, 
trade associations and the 
media, is put at about 14.000 
out of a population of 
311,000. 

At the same time Bonn is 
developing new industries 
and activities. Barbel Dieck- 
mann, the city's mayor, opti- 
mistically describes next 
year's move not as a set- 
back, but “a transition into a 
new future". 

The city's council is seek- 


ing to promote Bonn as a 
centre for the fast-growth 
comm unicatj ons and multi- 
media industries as well as 
for research and interna- 
tional cooperation. 

Deutsche Telekom. 
Europe’s largest telecommu- 
nications group, is ba sed in 
the city and a number of 
international organisations. 
Including some from the 
United Nations, have relo- 
cated to Bonn. Despite the 
impending move, the prop- 
erty market has remained 
strong and tbe expected glut 
of office space has not mate- 
rialised. 

Unlike many other cities 
in Germany. Bonn's popula- 
tion is rising. Spending 
power is 19 per cent above 
the national average. 

Thanks largely to gener- 
ous f unding from the federal 
government Bonn is seeing 
a splurge of infrastructure 
investment, including a 
vastly expanded airport with 
high-speed rail connection 
and a road tunnel under the 
Bad Godesberg suburb 
favoured by tbe diplomatic 
community. 

But the decision to move 
the capital was, and still is, a 
psychological blow for Bonn 
which, for all its modesty, 
provided the backdrop for 
Germany’s post-war embrace 
of democratic and stable 
government Berlin will not 
be the same. 


CENTRAL EUROPEAN LINKS by Frederick Stiidemann 

Eastern promise 
beckons Berlin 


Germany has sought to establish good 
relations with its immediate neighbours, 
Poland and the Czech Republic 


Central and eastern Europe 
are easy to find from Berlin. 
Step on to a bus, hire a car- 
penter or walk into one of 
the fender boutiques off the 
EuriUratendamm, the city’s 
premier shopping boulevard, 
and the chances are that 
amid the fast-paced growl of 
the Berlin dialect there will 
be smatterings of Polish. 
Russian or Czech. 

The geographical proxim- 
ity of the German capital to 
eastern Europe will be one of 
the significant features of 
daily life to confront the 
country’s government when 
it moves next year from 
Boon to Berlin. And because 
of this some predict an "eas- 
ternisation” of tbe federal 
republic. 

Wolfgang Clement, pre- 
I mier of the western state of 
North Rhine Westphalia, in 
which Bonn is located, 
believes the move to Berlin 
will have si gnifican t impact 
on the orientation of the 
regional states, the lander. 

Mr Clement, predicts that 
the effect of the move will be 
to confirm existing trends. 
“The already strong west- 
wards orientation of North- 
Rhine Westphalia will be 
strengthened - the orienta- 
tion towards Brussels, the 
European Union and our 
neighbours, " he says. 

"Berliu and Brandenburg 
will orientate themselves 
more towards the other side, 
towards Poland and the cen- 
tral and eastern European 
states.” 

His prediction Is already 
partly reality. Trade with 
central and eastern Europe 
has grown dramatically 
since the collapse of commu- 
nism. Cross-border initia- 
tives, such as schools, a uni- 
versity and a planned 
motorway are given high 
profile by local politicians. 

At a more grass-roots 
level, thousands of Poles and 
Germans now cross the Oder 
river, tbe border between the 
two countries, each day to 


sbop for the cheaper goods 
and services offered on one 
side or the brand names or 
specialist items available on 
the other. 

But despite this backdrop 
it is uncertain whether Ber- 
lin’s location will signifi- 
cantly affect federal policy. 
The official view is that, 
whether in Bonn or Berlin, 
Germany's overall position - 
anchored in the west, 
engaged in assisting the 
transformation of countries 
in the east - will not chnngp. 

“The geographical position 
of government is not the 
deciding factor in our policy 
towards central and eastern 
Europe," says a foreign 
ministry official. "The 
deciding factor is our inter- 
ests.” 

Since the collapse of com- 
munism Germany's policy 
has been to encourage the 
stabilisation of central and 
eastern Europe and thus 
ensure stability on its bor- 
ders. In pursuit of this goal 
Bonn has been an enthusias- 
tic backer of the eastward 
expansion or Nato and the 
European Union. 

On a bilateral level, Ger- 
many has sought to estab- 
lish good relations, particu- 
larly with its immediate 
eastern neighbours, Poland 
and the Czech Republic. 

The latter has not always 
been easy. Historical griev- 
ances. dating back to the 
German invasion of Czecho- 
slovakia and tbe post-1945 
expulsion of ethnic Germans 
from northern Czech lands, 
overshadowed and delayed 
Bonn and Prague's efforts to 
conclude a friendship treaty 
which was finally signed in 
1996. 

Reaching a similar treaty 
with Poland was less prob- 
lematical, which is perhaps 
remarkable given that tbe 
Poles arguably suffered more 
from German aggression 
than the Czechs. 

But such grand initiatives 
also pose awkward domestic 


questions, such as how to 
reconcile labour market 
mobility with the fears of 
German workers that they 
will be undercut by competi- 
tors from Poland? 

Before their election vic- 
tor)’ in September the Social 
Democrats said they would 
push for a delay to labour 
mobility a move which, in 
turn, may sour relations 
with Warsaw. 

The economic gulf 
between Germany and its 
eastern neighbours is also a 
concern in the area of trade. 
"We have [trade! surpluses 
with nearly all the [central 
and east European! coun- 
tries,” says Winiried Hdusle. 
of the federal economics 
ministry. “This is a concern 
for us as you cannot export 
there for ever.” 

Some 10 per cent of Ger- 
many's trade is now with 
central and eastern Europe. 
According to the federal eco- 
nomics ministry the volume 
of trade with central and 
eastern Europe ran to 
around DMlTObu last year, 
roughly the same as that 
with France. Germany's 
main trading partner, and 
greater than that with the 
United States. 

Mr Hiiusle says that, 
whereas in western Europe 
spending by German tourists 
helps balance out French. 
Spanish and Italian trade 
deficits with Germany, there 
is no similar compensatory 
measure with Poland or the 
Czech Republic. Instead, tbe 
federal economics ministry 
seeks to encourage compa- 
nies in those countries to 
invest in Germany. 

“It is In our interest,” he 
says. "We have a situation of 
of grave differences on 
either side of the Oder river 
and do not want to see the 
creation of a wasteland on 
the German side because all 
the small and medium-sized 
business bas gone aver to 
Poland where it is cheaper.” 

Ten years ago such con- 
cern would have been fanci- 
ful. Today it is evidence of 
the sweeping changes her- 
alded by the fall of the Ber- 
lin wall in 1989. 
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INDUSTRIAL RENAISSANCE by Graham Bowley 


A sector transformed 


There is a new willingness in corporate Germany to think and act in very different ways 


Pew saw it coming but the 
merger this year between 
Daimler-Benz. Germany's 
biggest Industrial group, and 
Chrysler of the US was a fit- 
ting tribute to the transfor- 
mation that has ripped 
through German industry 
over the past five years. 

It was fitting that the 
merger involved Daimler- 
Benz. The Stuttgart-based 
company, led by chief execu- 
tive JQrgen Schrempp, has 
arguably done most of any 
German business to prepare 
itself for the global economic 
pressures that Germany, like 
any country, now Paces. 

Daimler, soon to become 
one half of DaimlerChrysler. 
has changed radically over 
the past few years, cutting 
back staff, raising productiv- 
ity. slashing costs, selling off 
non-core businesses, moving 
activities to cheaper loca- 
tions abroad and reorientat- 
ing itself towards the stock 
market by implementing 
shareholder-friendly policies. 

Daimler led what has now 
become a trend among Ger- 
many's big companies of 
adopting US accounting 
standards, which are more 
transparent than German 
rules, and listing its shares 
on the New York Stock 
Exchange. 

Without these changes, 
says Mr Schrempp, a merger 
of DairalerChrysIer's propor- 
tions would simply not have 
been possible. 

But Daimler has not been 
alone In this revolution. Sev- 
eral other German compa- 
nies have set out on a simi- 
lar period of fundamental 
restructuring. In doing so 
corporate Germany has dem- 
onstrated a new willingness 
to think and act in very dif- 
ferent ways compared with 
the past 

Perhaps the most funda- 
mental Jolt to the German 
corporate landscape predates 
the DaimlerChrysler merger. 
This was the hostile take- 
over attempt in early 1997 by 
steel group Krupp Hoesch 
for its rival Thyssen. 

In a country where hostile 
corporate manoeuvring was 
virtually unheard of. 
Krupp's actions sent shock 
waves through Germany and 


underlined the difficulties 
the country faced in trying 
to gain wider social accep- 
tance for industrial restruct- 


uring. 

The takeover bid triggered 
union protests and prompted 
outrage at the banks. Deut- 
sche and Dresdner, which 
had advised Krupp. The 
emotional reaction clearly 
highlighted the uneasy bal- 
ance between pressures forc- 
ing industrial change on the 
one hand and Germany's 
powerful labour organisa- 
tions and innate conserva- 
tism on the other. 

Yet despite the initial loud 
protests the merger of the 
two steel groups is now 
going through, although on 
slightly different terms from 
those first envisaged. The 
fact that the merger is pro- 
ceeding without significant 
protest is a sign that Ger- 
many is changing. 

One of the best examples 
of corporate transformation 
is Hoechst Chief executive 
Jurgen Dorman n has begun 
to dismantle what was once 
Europe's biggest chemicals 
group. 

His idea has been to trans- 
form Hoechst from a sprawl- 
ing conglomerate into a nar- 
rowly focused life sciences - 
pharmaceuticals and drugs - 
company. 

But the process is proving 
as controversial as the 
Krupp- Thyssen merger. He 
has cut jobs, is spinning off 
unwanted businesses and 
has split the company's 
remaining divisions into 
self-governing entities. 

In the process. Hoechst 
has become simply a holding 
company. However, the jury 
is still out on whether the 
revolution will be a success. 

Another example of 
restructuring, and one that 
so far has been extremely 
successful, is that launched 
by Volkswagen, Europe's 
biggest car group. Like most 
of Germany’s car companies, 
VW suffered a downturn 
after an initial boom earlier 
this decade. 

Ferdinand Pi§ch, chief 
executive, responded by forc- 
ing a new emphasis within 
VW on exciting designs. But, 
in addition, he introduced 


novel manufac turing strate- 
gies to cut costs which 
involved VWs different mod- 
els sharing similar basic 
engineering platforms and 
parts. 

This strategy has been at 
the centre of a remarkable 
tumround at VW and its sis- 
ter marques, most notably 
Audi, its luxury brand. It 
has enabled the company to 
make quick successes out of 
its newly acquired Spanish 
and Czech subsidiaries, Seat 
and Skoda. 

In these foreign divisions 
VW has been at the forefront 
of what has become another 
important trend in German 
industry, increased foreign 
investment 

Many German companies 
have shifted production 
abroad to be closer to mar- 
kets that are growing Easter 
than the domestic economy. 
Daimler-Benz, for example, 
last year established an 
important beachhead in the 
US when it opened a new car 
plant in Alabama to makf» 
sports utility vehicles. 

But German companies 
have also moved production 
abroad to be in regions 
where manufacturing 
expenses are much lower 
than in high -cost Germany. 

As an illustration of the 
benefits reaped by German 
companies which have 
shifted production over the 
border Opel, the German 
unit of Genera] Motors, last 
month opened a new factory 
near Krakow in Poland 
where workers' take-home 
pay is around 15 per cent of 
German workers' wages. 

VWs strength and lofty 
ambitions were well illus- 
trated earlier this year when 
it fought aggressively with 
fellow German car group 
BMW for Rolls-Royce Motor 
Cars, the British luxury car 
group. 

Although It eventually lost 
the battle for the Rolls-Royce 
name, VW won control of 
the Bentley title and added 
Rolls-Royce’s UK factory to 
its growing empire. 

But new manufacturing 
techniques and alternative 
locations do not alone 
explain the revival of Ger- 
man industry. This would 


hardly have been possible 
without a new realism on 
the part of the country’s 
unions. 

Germany still has a strong 
network of labour organisa- 
tions. But, in the crisis trig- 
gered by the highest unem- 
ployment rate in 50 years, 
they have had to allow some 
of the strict rules that gov- 
erned Germany's factory 
floors to be dismantled. 

Companies have 
demanded - and some 
unions, to do thsm justice, 
have been willing to accept 
- more flexible working 
hours and more flexible 
wage setting. Over the past 
few years, unit wage costs 
have begun to fall, although 
non-wage labour costs 
remain stubbornly high. 

In some cases companies 
have been able to strike 
wage deals which are spe- 
cific to the particular condi- 
tions of individual plants 
rather than bound by tradi- 
tional industry-wide pay 
agreements. 

Unions such as IG Me tall, 
the engineering and metal 
industries organisation, have 
shown a new awareness of 
the commercial pressures 
that companies such as 
Daimler-Benz now face. 

However, the recent Haim 
by IG Metall, Germany’s big- 
gest union, for a 6.5 per cent 
wage increase next year has 
raised the possibility of a 
new period of industrial 
unrest and has brought 
attacks from industry. 

The hope of some trade 
unionists is that their cause 
will be helped by the new 
Social Democratic and Green 
Party coalition government. 

Already, Oskar Lafontaine, 
the new finance minister, 
has indicated that he 
favours higher wages as a 
way of stimulating the econ- 
omy. Not surprisingly, the 
new government has caused 
widespread nervousness 
among industrialists. 

But, as well as fearing 
tacit support for higher 
wages, companies also fear 
the government will impose 
other costs on business, in 
particular by raising energy 
taxes and ending the use of 
nuclear power. 



Bench marque; [tamtierCftrystar reflects dramatic changes fa German industry, generally, and car manufacturing, in particular 


MOTOR INDUSTRY by Haig Simonian 


Back in the driving seat 


It has been a year of astonishing confidence for an industry once on the defensive 



When Daimler-Benz's 
takeover of Chrysler is for- 
mally closed some time this 
month it will be the final act 
in a year of rare drama for 
Germany's car companies. 

It only awaits the parties 
planned at the Frankfurt 
and New York stock 
exchanges to mark the start 
of trading in DaimlerChrys- 
ler shares to set the seal on a 
vintage year. 

Back in January, anyone 
predicting a transatlantic 
motor industry takeover, let 
alone led by one of Ger- 
many’s most traditional 
companies, would have been 
laughed out of court. 

That Jdrgen Schrempp, 
Daimler-Benz's chairman, 
initiated such a deal testifies 
to the new spirit on the pro- 
duction line. DaimlerChrys- 
ler may be the mast striking 
example, but it has been a 
year of astonishing confi- 
dence for an industry which 
was once on the defensive. 

Written off in the early 
1990s as hopelessly uncom- 
petitive, Germany’s car- 
makers have come back with 
a vengeance. Part of their 
recovery has stemmed from 
inspired products such as 
Mercedes-Benz's new S Class 
and Volkswagen's New Bee- 
tle 

Such models, along with 
the new TT made by VWs 
Audi executive car subsid- 
iary, have overturned Ger- 
many’s reputation for well 
engineered, well made but 
often rather dull products. 

By jazzing up their styling, 
beefing up marketing and 
often lowering prices, Ger- 
many’s carmakers have 
found themselves having to 
apologise to customers for 
long delivery delays rather 
than dreary cars. 

But the new product blitz 
is just one aspect of a 
broader renaissance. At the 
sharp end on the production 


line working practices are 
often unrecognisable com- 
pared with a few years ago. 

Greater flexibility in the 
workplace, albeit often born 
of the implicit threat to 
transfer jobs abroad, has 
helped to overcome Ger- 
many's puni shingly high 
production costs. 

While that has not stopped 
some manufacturers from 
investing abroad, such as 
Audi’s sparkling Hun garian 
plant in Gyfir or BMW’s 
expanding US facility in 
South Caro lina, most manu- 
facturers pointedly say for- 
eign investments have also 
helped them at home, with 
rising employment figures 
even in Germany. 

The macroeconomy has 
helped. After a sluggish start 
domestic car sales have been 
buoyant this year. Strong 
registrations in August and 
September have prompted 
Nick Smee, European motors 
analyst at JP Morgan, to 
forecast sales of about 3.5m 
for the year. 

Exports have been particu- 
larly robust. Boosted by 
their better products and the 
strong dollar, VW, Daimler- 
Benz and Porsche have 
posted stunning increases in 
North America. 

VW's performance has 
been boosted by rising out- 
put of its Mexican-built New 
Beetle, while Daimler-Benz 
has soared thanks to the 
M Class, a sports utility 
vehicle made at its 
greenfield plant in Ala- 
bama. . 

The biggest changes, how- 
ever, have been on the cor- 
porate front. The Daimler- 
Chrysler deal, announced to 
an unsuspecting world in 
May. has forced car and com- 
ponent makers from Turin 
to Toledo to reassess their 
assumptions about optimum 
size in the industry and 
question their continued 


independence. 

But Mr Schrempp has not 
had the field all to himself. 
In what has sometimes 
seemed a deliberate game of 
one-upmanship. Ferdinand 
Piech, VW's redoubtable 
chairman, has often tried to 
trump his Stuttgart-based 
rival. 

Mr Piech has revolution- 
ised productivity at VW, con- 
tributing immeasurably to 
the record group profits just 
reported for the first nine 
months. 

Sales, if not earnings, will 
soon be further boosted by 
this year’s acquisitions of 
Rolls-Royce Motor Cars and 
Cosworth in the UK and 
Lamborghini in Italy. 

In time, revenues may be 
swollen further by care bear- 
ing the Bugatti marque. Mr 
Pi3ch bought the rights to 
the famous w«ttip almost as 
an afterthought following 
the other takeovers. 

Mr Piech has driven VW 
hard on the product side, 
too. At the Paris motor show 
in September he unveiled 
two show stoppers - a spe- 
cial version of VWs tiny 
Lupo hatchback boasting 
world-heating fuel economy 
and, at the other extreme, a 
prototype Bugatti fitted with 
a blisteringly powerful 18 - 
cylinder engine. 

■ Even BMW, slightly over- 
shadowed in recent weeks by 
the rising losses at its Rover 
subsidiary In the UK, has 
not come out badly. 

In the bruising battle with 
VW for control of 
Rolls-Royce, Berad Pischets- 
rieder, BMW's chairman, 
inflicted a rare defeat on Mr 
Piech by winning long-term 
control of the Rolls-Royce 
brand, leaving VW with big- 
ger selling, but less presti- 
gious, Bentley. 

So why have the share 
prices of Germany's car- 
makers not reflected their 


tour de force in products or 
productivity? For much or 
the year their shares were 
accelerating faster than a 
turbocharged Porsche as 
investors raced into motor 
stocks. 

That the shares subse- 
quently went into a tailspin 
says more about broad fears 
of a cyclical downturn next 
year than any changes 
among the carmakers them- 
selves. 

Such concerns have been 
exacerbated by signs of 
slightly weaker dollar aS* ' 
lent weight by the severe fall 
in car demand in Asia and 
South America. Domesti- 
cally, the new Red-Green 
government of Social Demo- 
crats and environmentalists 
may spell tougher controls 
for the industry in the lon- 
ger term. 

The pessimism may be 
overdone. however. Asia is 
an important, but ultimately 
marginal, market for the 
Germans. 

Although sales have 
fallen, the turmoil could 
even provide some rare 
opportunities. Daimler- 
Benz’s widely expected take- 
over of Nissan Diesel, the 
Japanese truckmaker. 
should take place soon aftpr 
the DaimlerChrysler de^jrs 
closed. 

South America is a bigger 
worry. While BMW is barely 
affected, Brazil and Argen- 
tina are important markets 
for VW in cars and trucks 
and for Daimler-Benz in 
commercial vehicles. 

Meanwhile, the softer dol- 
lar and weaker US demand 
would hit all the German 
manufacturers hard in a 
high margin market. Hence 
the reason why, however 
shiny the new metal, inves- 
tors have not allowed them- 
selves to be blinded to the 
longer-term risks on the 
road ahead. 


HIGH TECHNOLOGY by Graham Bowley 


Buccaneers pioneer the way 


Several world-beating high-tech businesses have put down their roots in Germany 
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A small town in eastern 
Germany Is not the usual 
place you would expect to 
find one of the world's lead- 
ing suppliers of internet 
commerce software. 

But the pretty centre of 
Jena - where Goethe studied 
and Napoleon won his 
famous battle to defeat the 
Prussians - is now home to 
Intershop, one of several 
exciting new high technol- 
ogy companies that are 
flourishing across Germany. 

Several world-beating 
high-tech businesses, such 
as Intershop, have put down 
their roots in Germany and 
have begun to grow. 

Brokat Inf osy stems, which 
claims to be the biggest sup- 
plier of software for internet 
banking in Europe, is 
another example, based in 
Stuttgart And 1XOS, a com- 
puter archiving group with 
headquarters near Munich, 
is another new arrival which 
is expanding quickly. 

It Is these young corporate 
buccaneers that are chang- 
ing the face of industrial 
Germany. 

Only a few years ago the 
country was seen as a land 
dominated in large part by 
medium-sized, family-owned 
Mittetstond companies and 
huge, partly state-owned 
industrial mon oU thg. 

Hard-working and disci- 
plined, many had strong 
family and social ties and a 
focus on traditional sectors 
such as engineering. 

But now. With companies 
such as Brokat and Inter- 
shop, all that is changing 
And the high-tech renais- 
sance is not exclusive to the 
world of computers and soft- 
ware. 


Many new, fast- growing 
German biotechnology com- 
panies are appealing. Qiagen 
is perhaps the best example, 
a biotechnology company 
based near DOsseldorf which 
became the first German 
company to list on New 
York's Nasdaq exchange for 
growth stocks. 

Germany has, perhaps, 
been the country to benefit 
most from a marked shift by 
governments across Europe 
In favour of public support 
for the nascent biotechnol- 
ogy industry. 

German authorities have 
led the way in public encour- 
agement of an industry poli- 
ticians recognise as increas- 
ingly necessary to creating 
employment and replacing 
older, dying sectors. 

The chief stimulant has 
been the German govern- 
ment’s BtoRegio programme, 
which provided financial 
support for selected regions 
of the country. And the pub- 
lic authorities' greater 
enthusiasm has been 
matched by a sharp turn- 
round in the German pub- 
lic’s sentiment towards bio- 
tech after years of deep 
distrust 

The resulting support 
catalysed growth and led to 
a flowering of new compa- 
nies. Germany and its neigh- 
bours, such as France and 
the Netherlands, may still 
lag the UK in terms of num- 
ber of companies and finan- 
cial sophistication of the sec- 
tor bat, with companies Ufa* 
Qiagen, that is gradually 
changing. 

These companies have suc- 
ceeded by applying tradi- 
tional Ge rman strengths - 
well-trained and dedicated 


workforces - to business 
areas that would not nor- 
mally be associated . with 
Germany. 

But they have flown in the 
face of German tradition in 
other , ways, too. They are 
m a k i n g use of new sources 
of finance that were not 
available in Germany just a 
few years ago. 

It is the increasing avail- 


cing. Venture capital is also 
becoming more established 
in Germany and it is flowing 
into exciting start-up compa- 
nies in the areas of informa- 
tion technology and biotech- 
nology. 

Companies such as Inter- 
shop and Qiagen have bene- 
fited greatly from venture 
capital. The new venture 
capitalists appear to have 


ability of these new types of chosen Munich and its sur- 
finance that is helping to roundings in southern Ger- 


transform corporate Ger- 
many. Perhaps the most 
important development has 
been the arrival of the Neuer 
Markt, Frankfurt's own 
stock exchange for high-tech 
companies founded in the 
spring of 1997. 

The new exchange has 
been a great success. It has 
opened up new avenues of 
growth for many small com- 
panies that would have been 
denied stock exchanging 
finance before. 

All the new companies 


many as their preferred loca- 
tion and many new 
companies have sprung up 
in this region. 

Perhaps not surprisingly, 
it is in this region, too. that 


many of the new high-Uf^ 
computer groups and bW- 


computer groups and bW- 
technology companies have 
located. 

The potential for these 
new-style German compa- 
nies is tremendous. The 
most impressive example, 
and the one that the young 
companies are now trying to 


mentioned above - Inter- emulate, Is SAP, the busi- 
shop, Brokat. IXOS, Qiagen ness software company. 


- have listed on the Neuer 
Markt. 

And these companies have 
discovered a surprisingly 
avid appetite among German 
investors for their shares - 
at least until the recent gen- 
eral market downturn - 
which is providing some of 
them with the capital they 
need to grow. 

Intershop's shares were 
snapped up when they were 
launched. On the first day of 
trading the share price more 
than doubled, although 
recently all Neuer Markt 
shares have experienced 
more turbulent times. 

But the exchange Is not 
the only new source of finan- 


When it was founded in 
1972 near Heidelberg, SAP 
was an iconoclast for Ger- 
many. The nation's com- 
puter industry was undevel- 
oped and unrespected, and 
SAP raised eyebrows by 
going for a stock market list- 
ing rather than tying itself 
to banks. 

Yet those unorthodox 
Choices have paid off as SAP 
has become one or 
niany's top companies 
market capitalisation and 
the leader in its field. 

SAP was a ground-breaker. 
But the rash of young IT and 
biotech companies shows 
that there are now several 
new SAPs in the making. 
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MEOU by Fredcriek Studemann 


GERMANY 9 


Remote 


■"V 



Regulators have made their presence felt 
by blocking plans for digital pay-TV 

The German media industry, so Car these have not ted to 

Europe's largest, likes to anything. 

present itself as a young, “ Kirch, which historically 
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creative, 
people. 

In feet, the development of 
the industry lies more in the 
hands of regulators who 
have their fingers firmly on 
the remote control. 

Whether in Berlin, home 
of Germany’s cartel nffir^ or 
in the offices erf the Euro- 
pean Union’s competition 
commissioner in Brussels, 
regulators have made their 
presence felt by blocking 
plans for the development of 
digital pay-TV. 

Last month the cartel 
office blocked plans by CLT- 
Ufa and Kircb. Germany’s 
two biggest broadcasting 
groups, to increase their 
stakes in Premiere, a pay-TV 
channel which uses tradi- 
tional analogue technology 
but is in the process of being 
upgraded to digital. 

The blocking followed a 
decision in May by the com- 
mission to veto a planned 
alliance between the two 
companies and Deutsche 
Telekom, the partially priva- 
tised telecoms company. 

That alliance involved the 
full-scale merger of the 
pay-TV interests of Kirch 
and CLT-Ufa. which is 40 per 
cent owned by Bertelsmann, 
the world's third biggest 
media company. 

One consequence of these 
moves may be the opening of 
the German market to for- 
eign media companies. The 
finances of privately-held 
Kirch have been severely 
strained by its investments 
in digital pay-TV, which 
have cost around DMlbn. 
and the company is now 
looking for possible inves- 
tors. 

There have been talks 
with Silvio Berlusconi, the 
Italian media magnate, 
Rupert Murdoch’s News Cor- 
poration and the Saudi 
Prince A 1 Waleed, a News 
Corporation shareholder, but 


and alliances, now says it 
needs outside capital if it is 
tO »n><Tjtam its position as a 
“major European broad- 
caster”. 

Its plans are believed to 
involve the establishment of 
a mezzanine company for its 
broadcasting and pro- 
gramme rights distribution 
businesses in which outside 
investor s would take stakes 
and in which shares may 
eventually be sold in an ini- 
tial public o fferi ng. 

The biggest shareholder, 
however, would be a founda- 
tion which the company’s 
founder and present owner, 
Leo THmh, is in the process 
of establishing. It was this 
issue of limited influence 
which is believed to have 
stalled negotiations with the 
outside investors. 

Separately, Mr Murdoch 
has been in talks with 
Bertelsmann and the owners 
of other networks about 
stepping up News Corpora- 
tion's presence in Gennany, 
which is at present lhnttpri 
to a stake In Vox. a small 
channel coowned with CLT- 
Ufa. 

At Bertelsmann, mean- 
while, patience is running 
out and the company has 
threatened to pull out of 
Premiere and, thus, digital 
pay-TV, altogether unless a 
solution is soon found. The 
company is concerned the 
negative publicity from Its 
difficulties with pay-TV, a 
small part or its overall port- 
folio, Is bad for the percep- 
tion of the group as a whole. 

For Kirch and CLT-Ufa 
there is Mima small consola- 
tion in the fact that they are 
not the only subjects of regu- 
latory disapproval. The 
European Commission 
recently expressed concern 
about the status of Ger- 
many's public sector net- 
works. 



Axal Springer headquarters: Rtfe room for manoeuvre 


These derive their income 
from a mixture of licence 
fees and advertising, a mix 
which Brussels fears distorts 
the market, particularly in 
the area of sports and popu- 
lar anta i- tainman t broadcast- 
ing. 

A solution may be for the 
public networks. ARD and 
ZDF, to discontinue advertis- 
ing. which is already a 
declining source of income. 
Udo Reiter, ARD'S chairman, 
says that with advertising 
already accounting for less 
than 5 per cent of revenue 
the public sector networks 
could live without it 

A more deep-seated con- 
cern for ARD and ZDF is 
their longer-term role. The 
dispute about financing 
raises the wider issue of the 
purpose of the public sector 
networks. 

ARD. the premier network 
which is composed of 
regional affiliates, and ZDF 
see their job to provide a 
“full programme" of every- 
thing from local and 
national news and current 
affairs to drama and game 
shows. 

The commercial networks, 
such as CLT-Ufa's RTL and 
Kirch’s SATl, say the public 
sector should restrict itself 
more to a public service 
brief, such as news, educa- 
tional and regional program- 
ming, and leave the enter- 
tainment to them. 

So far ARD and ZDF have 


resisted such pressures. But 
within the public broadcast- 
ing sector there Is growing 
realisation that restructur- 
ing may be imminent 

The past year has seen the 
first big merger of two pub- 
lic sector networks. With 
pressure mounting to cut 
costs and satisfy increas- 
ingly critical politicians, par- 
ticularly those from wealth- 
ier states whose networks 
subsidise those from poorer 
regions, more such link-ups 
may be on the way. 

Away from the television 
screen there has been a 
decided move towards inter- 
nationalisation in the print 
sector as German companies 
have turned their attention 
abroad. 

“If you look at the German 
market you see there is very 
little room for manoeuvre," 
says a senior executive at 
Axel Springer, the Hamburg 
newspaper and magazine 
publisher. “The big possibili- 
ties for expansion now lie 
abroad." 

Earlier this year Springer 
turned its attention to 
Britain, where it considered 
makin g a bid for Mirror 
Group, a newspaper pub- 
lisher. In that case Springer 
decided not to proceed with 
a bid, which industry observ- 
ers said would have involved 
paying too high a price. But 
the German company 
remains committed to 
exploring possibilities out- 


side its home market 

Bertelsmann, meanwhile, 
has underscored its interna- 
tional orientation with its 
acquisition earlier this year 
of Random House, the US 
publisher, for an estimated 
$L3bn. The move, which fol- 
lowed earlier acquisitions of 
Bantam and Doubleday. 
makes tbe company the 
world's biggest English-lan- 
guage publisher. 

The US has also been the 
target for a significant drive 
by Bertelsmann into the 
world of electronic com- 
merce. In October it bought 
50 per cent of the online 
retailing business of the 
bookseller Barnes & Noble. 

The move foreshadows 
Bertelsmann's launch this 
month of Books Online, an 
internet based retailing busi- 
ness, in western Europe. 

Thomas Middelhoff. 
Bertelsmann's new chair- 
man. is enthusiastic about 
the possibilities offered by 
online services and elec- 
tronic commerce which, he 
thinks, will one day makp 
existing forms of multime- 
dia. such as digital pay-TV 
distributed along cables and 
set-top decoding boxes, 
red undant 

If that view proves correct 
it would also relieve Mr Mid- 
delhoff of the bad publicity, 
tiresome negotiations and, 
perhaps, regulatory hassle 
which now beset Bertels- 
mann. 
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CHEMICALS by Graham Bowley 


Finding the formula 

Three chemicals groups have taken different routes to success 


Germany’s chemicals 
industry is experimenting 
with a knotty problem: how 
best to run its business in 
the face of intensifying 
global economic pressures? 

Tbe big three - Hoechst, 
BASF and Bayer - have 
come up with rather differ- 
ent answers. It is unclear 
who is right. 

Hoechst thinks it has the 
correct solution. Jurgen Don 
mann, Hoechst ’s chief execu- 
tive. has decided to focus 
purely on life sciences (phar- 
maceuticals and agrochemi- 
cals). These, he argues, are 
what Hoechst has tradition- 
ally been good at. And life 
science products attract 
lucrative premiums because 
they require a lot of original 
research. These are what a 
modern, profit-minded busi- 
ness should be producing. 

In the past four years, Mr 
Dormann has put this philos- 
ophy to work. Hoechst has 
sold off huge swathes of its 
traditional industrial chemi- 
cals businesses. At the same 
time, it has built its pharma- 
ceuticals activities through 
acquisitions - merging its 
own drug operations with 
Marion Merrel Dow of the 
US and Roussel Uclaf of 
France to create HMR. the 
drugs group which is now 
Hoechst's core. Soon, hopes 
Mr Dormann, Hoechst will 
no longer be known as a 
chemicals group but will be 
viewed as a tightly-focused 
life sciences company. 

Mr Dormann has also 
recognised the importance of 
the stock market. He knows 
that Hoechst has to satisfy 
shareholders if it is to 
attract the capital needed to 
grow internationally. 

Hoechst had expanded 
more through accident of the 
scientific process than 
through any business 
design. Mr Dorm aim's big 
idea wben he came to power 
in 1994, was to split the 
group into clearly defined 
operating divisions. Each 
division was given increased 
autonomous powers. Share- 
holders could judge each on 
its merits and invest accord- 
ingly. Hoechst itself became 
a strategic holding group. 

Hoechst’s approach is very 
different from the strategy 




favoured by the second of 
tbe German troika. BASF. 
Jfirgen Strobe. BASF's burly 
chief, believes in chemicals, 
where BASF bas tradition- 
ally been strong. 

His vision is of the Ver- 
bund: large integrated chem- 
ical sites where the byprod- 
ucts from each process are 
saved and fed back into the 
plant to create a variety of 
other products. 

Such a strategy is sup- 
posed to have tbe benefit of 
huge cost savings. And it 
appears to be working: 
BASF's financial perfor- 
mance this year has eclipsed 
its German rivals. At BASF's 
annual get-together this 
autumn, executives were 
glowing with pride at their 
group’s robust performance. 

One long-standing criti- 
cism is that BASF is too vul- 
nerable to the ups and 
downs of economic cycles 
because of its dependence on 
basic chemicals. BASF has 
been tackling this weakness 
by building up some non-cy- 
clical businesses. It has used 
part of its huge cash 
reserves to buy pharmaceuti- 
cal and agrochemical activi- 
ties and to invest in its gas 
pipeline. And it has enjoyed 
some success: coming up 
with a feur exciting new 
drugs which analysts say 
could be blockbusters. 

BASF bas also begun to 
recognise the importance of 
the stock market. It has even 
begun to steal some of 
Hoechst's clothes as the 
most financially sophisti- 
cated German chemicals 
company, it has said it may 
soon return cash to share- 
holders by buying back 
shares. It might even follow 
Hoechst and list its shares 
on the New York Stock 
Exchange, something inves- 
tors have warmed to. 

The third member of the 
troika is pursuing an alto- 
gether different strategy. 
Unlike Hoechst and BASF, 
Bayer has large activities in 
both chemicals and pharma- 
ceuticals. Chairman Manfred 
Schneider argues that there 
are important synergies 
between the two areas and 
ridicules the fashion for 
demergers. This has not 
stopped market speculation 


: is.- ifii : r.-! 


ucr* — T- - 


that Bayer will have to 
merge its pharmaceuticals 
activities with another com- 
pany’s - Hoechst's has been 
rumoured - because it is too 
small to survive alone. 

Mr Schneider wants to 
base Bayer on four main 
business pillars: healthcare, 
agriculture, speciality chemi- 
cals and polymers. Lately, he 
has begun to emphasise the 
life sciences aspect of 
Bayer's business and has 
made some key acquisitions 
to bolster that side of the 
company. He bought the 
diagnostics business of Chi- 
ron. the US biotechnology 
company, for about Sl.lbn. 
He also acquired a 50 per 
cent stake in Gustafson, a 
US seed treatment business. 
Later, he forged a partner- 
ship with Millennium, a US 
gene-hunting company, in a 
deal valued at $465m over 
five years which wowed the 
biotechnology world. 

Mr Schneider is also prun- 
ing Bayer's portfolio. After 
years of speculation, be 
announced that Bayer would 
jettison Agfa, its film and 
graphics subsidiary. It is to 
he spun off in a public flota- 
tion next year, depending on 
market conditions. 

Of these three very differ- 
ent companies. BASF is pros- 
pering most. But this could 
quickly change. The Asian 
crisis is a worry for the com- 
pany. ns is the world-wide 
contraction in markets 
because BASF's dependence 
on basic chemicals relies 
heavily on industrial 
growth. 

Bayer is also doing well, 
although it has been hit by 
the slowdown in Asia and by 
government-mandated cuts 
in drugs prices in Japan. 

Hoechst is struggling 
mosL Mr Dor mann ’s revolu- 
tion has run into trouble as 
attempts to sell off the 
industrial chemicals busi- 
nesses are taking longer 
than expected and there are 
still doubts that HMR's labo- 
ratories can come up with 
the new drugs to guarantee 
Hoechst's long-term health. 

Analysts are keeping faith 
with Mr Dormann but inves- 
tor patience is being sorely 
tested. The experiment has 
some time to run yet. 





FINANCIAL SECTOR by Tony Barber 
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Outsiders eye 
the market 

Hie introduction of the euro Is certain to 
sharpen competition among banks 
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Wben you touch bottom, the 
only way is up. It is a motto 
which, suitably adjusted to 
take account of their under- 
lying resilience, Germany's 
banks may well like to take 
with them into the new year. 

From the Nazi gold contro- 
versy to the collapse in their 
share prices, from Russia’s 
debt default to their finger 
burning encounter with 
hedge funds, the shocks 
dealt to the banks in 1998, 
particularly in the last five 
months, have been as 
unpleasant as they have 
been unexpected. 

Even now, as stock prices 
recover and the anxious 
atmosphere in boardrooms 
and trading rooms alike 
starts to calm down, tbe 
banks are not yet fully in the 
clear, for the world’s finan- 
cial crisis is continuing to 
cast considerable uncer- 
tainty over the prospects for 
1999. 

However, German bankers 
do at least know the nature 
of one fundamental chal- 
lenge awaiting them next 
year. The introduction of the 
euro on January 1 is certain 
to sharpen competition 
among banks and other com- 
panies offering financial ser- 
vices in Europe. 

German banks have long 
been present in other Euro- 
pean countries but, from 
next year, they will need to 
keep one eye on outsiders 
keen to expand in Germany. 

The Dutch financial ser- 
vices group 1NG showed the 
wav last September by 
increasing to 40 per cent its 
stake in BHF-Bank. one of 
Germany's most venerable 
private banks. 

Swiss banks, traditionally 
strong in asset management 
and keen to claim a share of 
euro-zone business, may 
view Gennany as an espe- 
cially enticing market from 
next year. 

The single European cur- 
rency is also likely to force 
the pace of restructuring 


eign exchange trading; pay- 
ments and transfers. 

Yet specialists regard Ger- 
many’s commercial banks, 
and even their regional pub- 
lic sector cousins, as well- 
placed to exploit the oppor- 
tunities presented by the 
euro. . 

Most have a solid cus- 
tomer base and a good prod- 
uct range, and have made 
careful technical prepara- 
tions ahead of the euro’s 
launch. 

For some banks, however, 
Europe remains too small a 
stage on which to parade 
their talents. Both Deutsche 
Bank and Dresdner Bank, 
respectively tbe largest and 
third largest in Germany, 
have recently restated their 
determination to be recog- 
nised as prominent interna- 
tional actors, especially in 
the US. 

Deutsche cited this as one 
factor behind its decision to 
contribute S300m to the bail- 
out of the troubled US h ed g e 
fund, Long-Term Capital 
Management It was the only 
German hank to participate 
in the rescue. 

Deutsche’s ambitions were 
underlined last month by 
revelations that it bad been 
in talks with Bankers Trust, 

the seventh largest US b ank . 

Deutsche's chief executive, 
Rolf Brener, denied he was 
planning a takeover but 
said: “We are looking very 
intensively for opportunities 
to balance out our weak- 



Frankfurt’s banks wil need to keep one eye on foreigners 


To some eyes, Deutsche 
and Bankers Trust hardly 
seem a natural couple, since 
their activities overlap in 
several areas, including 
bond business. 

In London, it might not be 
easy to blend the corporate 
culture of the US bank with 
that of the German bank’s 
British subsidiary Deutsche 
Morgan Grenfell, acquired in 


1900. 

But 

make 


Deutsche Is keen to 
its mark. Its high 
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earlier this year linked Deut- 
sche with the Wall Street 
firm JP Morgan, so Dresdner 
has had to fend off specula- 
tion that it is about to 
acquire the US investment 
house PaineWebber. 

Yet Dresdner's US ambi- 
tions are no secret Even as 
the bad news from Russia, 
south-east Asia and LTCM 
was cascading over Its sky- 
scrapered Frankfurt head- 
quarters in September and 
October. Dresdner 
announced that it planned to 
list its shares on the New 
York Stock E xchange in the 
second half of next year. If 
will be the first German 
hank tO do SO. 

The move is ostensibly 
aimed at broadening US 
ownership of its stock, cur- 
rently 10 per cent But ana- 
lysts noted that a New York 
listing would facilitate a 
Dresdner takeover of a US 
institution. 

Germany’s second biggest 
bank. HypoVereinsbank of 
Munich, prides itself on hav- 
ing weathered this year’s 
storms relatively well. 

Less ambitions than its 
Frankfurt rivals, it sees 
itself as a “bank of the Euro- 
pean regions" and is quietly 
developing its bases in the 
Czech Republic, Poland and 
Germany itself 

It says it bas do plana to 
boy a US investment hank 
and has had very little to do 
with hedge tends. 

Although most experts 
a gr e e that the German bank- 


ing sector Is ripe for consoli- 
dation. the process halted in 
its tracks last month with 
the collapse of the long- 
planned merger between 
Bankgesellschaft Berlin 
(BGB), a partly private insti- 
tution. and Norddeutsche 
Landesbank. the Hanover- 
based public sector bank. 

The breakdown owed 
something to the mar ket tur- 
moil that had depressed 
BGB’s share price, but it also 
reflected the political sensi- 
tivities involved in wedding 
the private and public sec- 
tors. 

Private banks would 
unquestionably like to see 
more consolidation. Their 
own profitability is limited 
by low margins related to 
the fact that state-owned 
institutions control so much 
of the domestic credit and 
deposit market 

“No other country in west- 
ern Europe shows such a 
low degree of consolidation. 
There is an urgent need for 
new groupings, especially in 
tbe savings bank and co-op- 
erative bank sectors," says 
Bernhard Speyer of Deut- 
sche Bank Research. 

In conditions of world 
financial turbulence, it is an 
open question how for that 
need can be satisfied, just as 
it is unclear how quickly the 
big commercial banks can 
achieve their own ambitions. 
As far as 1999 goes, some 
may feel that a year free of 
the nasty surprises of I99fi 
would be a blessing in itself. 


kferbundnetz 


Special wishes deserve 
special solutions 



Customers hove special wishes - and 
there ore just as many special solutions 
for delivering natural gas. the favour- 
ite energy. Historic buildings, industrial 
and commercial facilities or residential 
premises - natural gas can be sup- 
plied almost anywhere. The hidden 
talents of environmentally sound natu- 
ral gas give a new lease of life to 
architectural landmarks and preserve 
the national heritage. 


We are a supra-regional gas merchant 
company in east Germany; our part- 
ners are regional distributors, local utili- 
ties. municipalities and Industrial con- 
sumers. As a player on the gas market 
we assist In designing and Implement- 
ing gas projects and we guarantee 
reliable and flexible gas supplies to our 
customers at all times. Our experience 
and expertise can help to find an 
answer to your special wishes, too. 


Vferbundnetz Gas AJrtter»gesefcchcrft ■ Braunstrasse 7 ■ 04347 Leipzig ■ Gefirony Tel: +49 443-01 
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KLAUS-DIETER SCHEURLE 


Regulator in the line of fire 


Feisty watchdog takes on the vested 
interests of Europe’s biggest 
telecommunications operator 


The life of a 
telecommunications 
regulator anywhere In the 
world can be tough. In 
Germany, where conflicts - 
in business as well as 
politics - are often solved 
via compromise rather than 
by an independent referee, 
the challenges are greeter. 

Take on Deutsche 
Telekom, Europe's biggest 
telecoms group, and the job 
becomes harder still. 

But Klaus- Dieter Scheurie, 
president of the Bonn-based 
regulatory authority for 
telecommunications and 
posts, is pretty pleased with 
progress so far. 

Given that Germany's 
market was fully opened 
only on January 1, the 
estimated 1,500 companies 
operating in licensed and 
non -licensed sectors is “a 
very healthy development", 
Mr Scheurie says. 

He has proved himself a 
feisty regulator. Unclear, 
however, is whether the 
change of government in 
Bonn will have 
consequences for Mr 
Scheurie: he is perceived as 
a dose political ally of 
Wolfgang Bdtsch, the former 
Christian Social Union post 
and telecoms minister. 

The framework for today's 
highly competitive market 
was created by the 1996 
telecommunications act And 
the most Important stimulus 
to new competitors - the 
low interconnection price set 
for competitors linking their 
networks with tiiat of 
Deutsche Telekom - came 
in September 1997, three 
months before he took up 
his appointment 

But the impact of the firm, 
sometimes insouciant style 
of Mr Scheurie, 44, has been 
dearly discernible. Mr 
Scheurie was dosdy 
involved in the 
interconnection pricing; at 

the time he was head of the 
regulatory department in the 


now-dsbanded federal 
ministry of post and 
telecommunications, where 
he spent five years. 

He started the first year of 
full liberalisation by firmly 
scaling back Deutsche 
Telekom’s plans to charge 
DM95 when customers 
wanted to switch 
permanently, or “pre-selecr 
a rival carrier. 

He also ruled that 
customers should be able to 
transfer their telephone 
numbers to a new 
competitor without 
paying. 

Pressure from Deutsche 
Telekom has sometimes 
been fierce. The 
interconnection price was 
described by Ron Sommer. 
Deutsche Telekom's chief 
executive, as "competition 
distorting”. Almost routinely. 
Mr Scheurie’ s decisions are 
tested In court 

Meanwhile, Mr Scheurie 
has not always won friends 
in political circles. One 
impact of the low 
Interconnect rate was that it 
encouraged Deutsche 
Telekom's competitors to 
lease capacity from the 
former state monopoly - 
instead of building their own 
networks. 

That required a change of 
mentality in an 
investment-orientated 
country used to gauging 
businessmen by the scale of 
their capital expenditure 
plans. 

In Ns defence, Mr 
Scheurie says Deutsche 
Telekom Is not being 
disadvantaged by the 
regulatory authority, “but 
treated according to the law 
which says prices have to 
be set according to what 
would be possible on an 
efficient cost baste". 

Mr Scheurie adds: "I'm 
responsible to the law and 
to consumers - and not for 
the share value of Deutsche 
Telekom.” He also argues 



Klaue-DtoBr Scheurie: pleased with progress ao tar 


that Germany’s telecoms 
companies are investing - 
and creating jobs. 

it is an uncompromising 
line from the Stuttgart-bom 
Mr Scheurie, betraying his 
training as a lawyer. Wearing 
a pullover In the regulatory 
authority’s Bonn 
headquarters, he seems at 
ease in his work - despite 
the proximity of Deutsche 
Telekom's headquarters a 
stone’s throw away. 

Following the flurry of 
activity in the run up to 
liberalisation, his work has 
now turned largely to 
detailed aspects of 
regulation: which companies, 
for instance, are entitled to 
the preferential 
“interconnection” rates? But 
important tasks He ahead. 

On the international stage, 
Mr Scheurie is lobbying for 
agreement between EU 
telecoms regulators on 
common principles of 
regulation. 

These, he believes, could 
cover cost -orientated price 
rulings, numbering plans and 
a common approach to the 
new Universal Mobile 
Telephone System (UMTS) 
telephones which would add 
data transmission to 
conventional voice services. 


At home, Mr Scheurie is 
due to role soon on 
arrangements for allocating 
free frequencies in the 1.8 
GHz range for mobBe radio 
communications - a move 
which would give mobile 
phone operators extra 
capacity for their services. 

Mannesmann Mobflfunk, 
operators of Germany’s 
largest digital mobile 
network, has complained 
that a decision has been 
delayed for two years. It 
accused Mr Scheurie of 
“dithering". 

But most crucially, Mr 
Scheurie has to rule by the 
end of November on the 
prices Deutsche Telekom 
can charge for access to the 
so-called "last mile” 
connection into the homes ’ 
of customers. A low tariff 
would give a significant 
boost to competition in local 
telephony, takfeg 
competition into a new 
league. 

Mr Scheurie says the abn 
is simple: “to get 
competition working”. But 
the decision has required 
ploughing through countless 
pages of complex cost 
calculations. 

Ralph Atkins 


A 


A Five -Star Portfolio. 


9Q13S 


Energy* 


Chemicals* 


Packaging* 


Logistics* 


Telecom- 

munications* 




Here’s who we are: 96,000 employees 
worldwide turning over just under DM 50 
billion in five sectors - energy, chemicals, 
packaging, logistics and telecommunications. 
A top-performance conglomerate with an 
operating result or DM 2.9 bQlion in 1997. 

A blue-chip DAX stock that has yielded its 
shareholders an average return of 20% in 
recent years. 

Our strength lies in our balanced investment 
portfolio: our activities in the stable, profitable 
energy sector offset the cyclical fluctuations 
of the potentially high-yield fields of chemi- 
cals and packaging. Then there’s our involve- 
ment in logistics, an area of dynamic growth. 

We also see excellent market prospects in our 
newest sphere of operations, telecommunica- 
tions for the German market VZAG Interkom's 
pathbreaking concept: integrating cellular and 
fixed network services, which will open up a 
new dimension in telecommunications for our 
customers. 
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TELECOMMU NICATIO NS by Ralph Atkins 

Rivalry 

transforms 

market 


The strength of competition has forced 
Deutsche Telekom to prepare price cute 
expected to take effect next year 


Key Figures 

1997 

m 

ilions of DM 

Sales 

49,545 

Net income for the year 

2,935 

Employees 

95,561 


Ten months Is a long time in 
German telecommunica- 
tions. Since full liberalisa- 
tion of the DMiOOhn market 
on January 1 it has been 
transformed. 

Some 200 licences have 

been awarded for telephone 

infrastructure or service 
companies. Another esti- 
mated 1,300 companies are 
active in areas where 
licences are not required. 
New competitors bave taken 
a market share in the 
long-distance market of at 
feast 14 par cent 

There is clearly some way 
to go. A recent Andersen 
Consulting survey of execu- 
tives in German telecoms 
companies revealed wide- 
spread fears that customers 
are reluctant to switch cam- 
era and are already tired of 
comparing tariff structures 
of different companies. 

Many in the Industry 
believe there Is only space 
for two or three main chal- 
lengers to Deutsche Tele- 
kom. Bat there are some 
obvious straws in the wind 
suggesting that competition 
is becoming full-blooded. 

Deutsche Telekom, the for- 
mer monopoly carrier, is 
clearly under pressure. True, 
it reported net income 
increased 22 per cent in the 
first nine months of 1998. 
But the strength of competi- 
tion has forced It to prepare 
“aggressive” price cats 
expected to take effect next 
year, particularly in the long 
distance market 

Second has been the suc- 
cesses of competitors. Take, 
for example, the sudden rise 
of MobilCom, based in 
Schleswig. MobilCom’s 
founder, Gerd Schmid, 
quickly realised the arbi- 
trage opportunities between 
the country's low “intercon- 
nection” rate - the price 
charged for linking into 
Deutsche Telekom’s network 
- and high Deutsche Tele- 
kom retail prices. 

With only modest Invest- 
ment in Infrastructure of his 
own. Mr Schmid used rented 
lines from Deutsche Tele- 
kom to offer cut price tele- 


phony at a standard rate of 
19 pfennigs a minute around 
thfi rlortf 

Helped by aggressive 
advertising, inri rating 
Deutsche Telekom's corpo- 
rate pink colours, Mr Schmid 
claims to be heating finan- 
cially stronger rivals In busi- 
ness volumes. 

Another example of the 
strength of Deutsche Tele- 
kom's new competitors is 
t he tr ansftwmati^ of Man- 
nesmann, the DOsseldorf 
Industrial g rou p ft*** 
for its steel tube businesses. 

It bad already use- 
ful experience prior to Janu- 
ary’s full liberalisation of the 
fixed-line voice market Man- 
nesmann Motallfunk operates 
Germany’s largest mobile 
digital network. 

AH the signs are that Man- 
nesmann Arcor, the fixed 
line service, has made a 
good debut Sales of ri Mi.Sb n 
are expected this year and 
I3m minutes of conversation 
are carried daily. Break-even 
is forecast for 2001. 

Mannesmann's strength 
means it should be able to 
withstand the expected deri- 
sion to withdraw from Arcor 
by two shareholders - 
AT&T, the largest US long 
distance carrier, and Uni- 
source, the of Euro- 

pean telecoms companies 
linked to AT&T. 

AT&T’s decision follows 
its link-up with British Tele- 
communications and the 
resulting conflict erf interest 
given B*Ts stake in Viag 
Interkom, the Munich tele- 
coms company. 

Indeed, Mannesmann used 
the loss of international 
expertise among Arcor’s 
shareholders as an opportu- 
nity to rethink its strategy 
abroad. It has set up Man , 
nesmann euro .map as an 
Amsterdam-based company 
offering cross-border ser- 
vices. 

Among other destinations, 
Eununap will link Mannes- 
marm's Interests in Italy, 
where it has a stake in Infos- 
trada, the fixed tine opera- 
tor, and France, where it 
holds a 15 per cent stake in 



Customers reluctant to switch carriers 


Cegetel, the biggest rival to 
France Telecom. 

Tttese are early days, but 

Vannixmann wn-n map has 

the potential to undermine 
the Unisource alliance. It 
also offers an alternative to 
the networks of the tradi- 
tional national carriers. ^ 

its home market will help its 
international plans. Others 
have not made such a strong 
impact since January 1. 
O.tel.o, the telecoms joint 
venture established by Veba 
and RWE, the power utili- 
ties, has made a poor debut. 

It started later than others 
a nd initially Insisted, mis- 
takenly, that customers 
should register before 
««v>gging its networks (oth- 
ers conld be used simply by 
dialling a five-digit pre-code 
before the normal telephone 
number). In July, TJif Bohla, 
o.teLo’s chairman, departed. 

Thomas Geitner, o.tel.o’s 
new head, admits the low 
interconnection rate and the 
ftHirming given to companies 
which do not have their own 
infrastructure resulted. In 
price and margin fells “of a 
speed end extent to which 
we bad not expected”. 

Nevertheless, he says 
o.teLo has bounced back, 
with price cuts in September 
helping to trigger a tripling 
in the number of minutes of 
conversation carried daily. 

But o.tel.o’s false start, 
expected to result in DM2bn 
leases this year, has perhaps 
created more scope for oth- 
ers. Viag Interkom. a joint 
venture controlled by the 


Viag industrial conglomerate 
in Munich, and British Tele- 
com launched their mobile 
service at the start of Octo- 
ber. 

They hope to steal a 
march on competitors by 
offering, from next year, on 
integrated fixed line and 
mobile sendee. They axe also 
1 raking to provide seam l ess 
services in the German- 
speaking world, using Vise’s 
telecoms interests In Austria 
and Switzerland. 

Viag's start has been 
maned, however, by person- 
nel changes. Peter Briese 
was replaced as its chief in 
October after only 10 months 
in the Job amid worries 
about his expertise in sales 
and marketing In a fiercely 
competitive market 

Long-term prospects for 
competitors such as o.tel.o, 
Viag Interkom and Mannes- 
mann Arcor depend to a 
large extent on the next 
stage in the liberalisation of 
the German market, the 
opening up of the “local 
loop", the connections into 
the houses of customers. 

- If Klaus-Dieter Scheurie, 
the regulator, sets a low 
price for local loop access It 
would take telecoms compe- 
tition in Germany into differ-^-; 
ent territory. 

Deutsche Telekom is 
demanding DM47 a month. 
But Mannesmann Arcor, for 
example, says the calcula- 
tions show a cost of DM12.50 
is all that is justified. 

A decision by the telecoms 

regulator is due at the end of 
November. 


RETAILING by Lucy Smy 


Shops count cost of reform 

An extra 10 hours a week of shopping time has failed to boost sates figures 

“down, of oourse. We have to Quelle started its internet 


It is not lack of interest in 
shopping that caused Ger- 
man retail sales to show no 
growth for five out of the 
last six years. Or not if you 
judge by the crowds of win- 
dow shoppers thronging the 
Zeil. Frankfurt's main shop- 
ping street, at 4pm on a Sun- 
day afternoon. 

Couples pull each other by 
the hand to examine first 
one fUr -collared winter coat 
and then another in thp well 
lit windows of KaufhoL The 
Anglo-American obsession 
with shopping, or at least 
window shopping, has trans- 
lated well here. 

Why, then, the reluctance 
to spend? That the shops are 
shut seems too simple an 
answer. A little over two 
years ago, the government 
introduced, amid much con- 
troversy, a shopping reform 
hqi 

Shops would no longer 
shut at 2pm on a Saturday, 
but would stay open until 
4pm and, during the week, 
remain open until 8:30pm. 
The extra 10 hours of shop- 
ping time a week has foiled 
to lift retail sales figures. 

Steffen Kern, of the Head 
Association of German 
Retailers, says the reform 
has made no difference in 
turnover and not me new 
job has been created”. These 
were the arguments that 
pushed the reform through. 

Instead as sales remained 
flat, retailers have instead 
been counting the cost of 
keeping their shops open 
longer and paying staff for 
more hours. 

“The only difference," says 
Mr Kern, “is that the cus- 
tomers are mare satisfied. 
But it Is an expensive ser- 
vice for the retailers." 

Metro, Germany’s biggest 
retailing group with Inter- 
ests from department stares 
like Kaufhof, to electrical 
stores, DIY outlets and cash 
and carry supermarkets, is 
adament that shopping 
hours must change again. 

Shopping hours have to 
change, shops have to be 


open until 6pm on Satur- 
days. It must be possible," it 
says. 

Metro's frustration is typi- 
cal of larger groups and 
chains in Ge rmany trading 
under laws which were 
essentially formed for the 
protection of small family- 
owned corner shops. The 
bigger retailers, with an eye 
on broader pan-European 
profile, bave seen the future, 
and for them it is dear. They 
are about to face the tough- 
est competition of their 
lives. 

Posters proclaim it all over 
town - not just in the shop- 
ping streets. Der Euro 
hammt! The European single 
currency is Indeed coming 
and set for. arrival in less 
than three months as a 
banking currency - and in 
four years for notes and 
coins. 

Pricing in euros will mean 
many changes for businesses 
across Europe, but none 
more than retailers. 

From the start of next 
year, retailers in the euro- 
zone can display prices in 
both euros and the national 
currency as part of a plan to 
establish consumer confi- 
dence in the new currency. 
But this may not be enough 
to stop an expected foil off In 

sales when, the euro is intro- 
duced properly. 

Retailers are expecting an 
Initial sals slump as cus- 
tomers struggle to regain a 
feel far prices. They are also 
ex p ect e d to be wary of the 
new prices after warnings 
from consumer groups that 
retailers might take advan- 
tage erf the currency switch 
to raise prices. 

It is a fear that the retail- 
ers are well aware of. The 
rounding of prices, common 
across Europe, is expected to 
be considered particularly 
suspicious. Prices to lure 
customers, always ending 
with a DM--99, will also be 
rounded when they are con- 
verted - but will they go up 
or down? 

Metro's spokesman says 


maintain our competitive 
edge”. Most consumer 
groups are sceptical. 

The other worry the euro 
hrings for retailers is trans- 
parency. Consumers freed 
from mental arithmetic may 
start comparing prices 
across the Euro-zone with a 
more critical eye. 

Questioning why goods 
have a higher or lower price 
at home is expected to push 
retailers into competition 
throughout the 11 Euro-zone 
countries. 

Same retailors are trying 
to play down the effect that 
transparency could have on 
their margins. They point 
out that consumers are not 
going to travel to other 
European countries in 
search of cheaper goods 
unless they live in a border 
region. 

More likely consumers wQl 
see differing prices if they 
shop by the internet Quelle, 
Germany's largest mall 
order company, has made 
one of the biggest committ- 
ments to internet shopping 
in the country. 


service in August 1995 and 
from sales of DM9m last 
year, is expecting a rise to 
DM20m this year. However, 
it admits that transparency 
will be a problem. 

Quelle has operations in 
France and Austria. “Cus- 
tomers are going to be con- 
fosed if they see one price in 
euros on Quelle France's 
web site and a different euro 
price on Quelle Germany's 
site for the same goods,” 
says the company's Uwe 
Stephan. 

"However, these differ- 
ences are usually due to dif- 
ferent levels of taxation and 
we shall have to explain to 
the customer in a friendly 
way, that so much of the 
cost is tax and so much is 
shipping.” 

Quelle remains sanguine 
about the challenges ahami 
“We are only selling in 
national markets today, so 
we are not overly concerned 
about this problem yet." And -£ 
at the end of the day inter- 
net custom makes up less 
than 1 per cent of Quelle's 
business. 


Financial times surveys^ . 


GENERAL INHjRMATIO 

N - 


FT Surveys 

One Southwark Bridge 
London $61 9HL 
Tel +44 (0) 171 873 4090 
Fax +44 (0) 171 873 3197 
E-mail ftsurvsysOftcom 

Surveys programme and index 

Surveys are published most days of the week with the FT. 

Topics include financial markets, global industries, business 
management and developed and emerging countries. A list 

of the fallowing week’s surveys is pubfehed every Monday „ 

In the Guide to the Week on toe backpage 
of the Financial Times. 

For details of forthcoming surveys ora list of past surveys 
const* the FT Web site hWAvww.FT.corn/newspaper/ 
services, htm. 

Customer service Is available in the event of difficulties on 
0171 873 4848 






PROFILE 

EDMUND STOIBER 


All Right in his fiefdom 


Edmund Stoiber is adamant 
‘My [Ha’s task Qes here in 
Bavaria.” But when the 
Bavarian prime minister, 
hugely popular in his own 
stats, declares that he has 
no interest In becoming 
Germany’s next chancellor, 
one could be forgiven for 
recajlmg the words of his 
poBtical mentor, the late 
Franz Josef Strauss. 

Strauss, the towering 
figure of post-war Bavarian 
politics, liked to assert that 
he would rather grow 
pineapples in Alaska than 
run for Germany’s highest 
^political office. 

\f Then in 1980 he stood as 
the chancellor-candidate for 
the Christian Democrats and 
their Bavarian sister-party, 
the Christian Social Union. 
Perhaps it is the memory of 
Strauss’s comprehensive 
defeat at Helmut Schmidts 





hands that keeps Mr 



Stoiber, 57, so quiet about 




any ambitions he may have 


. f 


to challenge Gerhard 


* .r^ 


Schrfider in the next national 

W' , . 


■ 

elections due in 2002. 




After all, part of the lesson 


r 


from the 1980 campaign 




seemed to be that Germans 

» ■ 

4 : i 


would never elect a Catholic, 



Bavarian, conservative as 


C.V-. •- 


chancellor. 

- 



Several factors are 


■» .’. 


working in Mr Stoiber’s 


%£«’■ ’ ■ 


. favour, should he tempt fate 

. — ... 

• £7* ; ' 


'-'‘■in 2002. Helmut Kohl’s 




“"defeat and subsequent 

. , ik- 



departure as CDU leader 
have had the effect of 



? _ i 

turning Mr Stoiber, Bavaria's 

fcs " ■ 


-'Pip 

prime minister since 1993. 

&C- .• ’ 

9'-'- - ■ 

* -V - 

' - ' 


into one of Germany's three 
most important 
right-of-centre politicians. 

• 

J - : * 

*" -• - - 



The others are the CDU's 
Wolfgang Schfiuble and 
Voiker Ruhe. Unlike them, 
however, Mr Stoiber is on a 
roll, dust two weeks before 
the CDU suffered Its national 


P- 

:■ 

v - 


humifiatkwi on September 
27, Mr Stoiber led the CSU 
to a stunning success fn 
Bavarian state elections in 
which it took almost 53 per 
cent of the vote. 

It thus came as little 
surprise when loss of power 
at the national level caused 



In tune: listening to the people 1 
Is hts redpe for success a p 

Thao Waiget, Mr Kohl’s 

finance minister, to hand 
over the CSU leadership to 
Mr Stoiber. 

- Suddenly, Mr Stoiber is 
not just'fuUy in command of 
his state and party but, as 
the German centre-right's 
man of the moment, is in a 
position to spearhead 
opposition attacks on Mr 
Schrader’s Social 
Democrat-Green coalition. 
This Mr Stoiber can do 
partty through the 
Bundestag the second 
chamber of parliament 
representing Germany’s 16 
states, of which Bavaria is 
among the most powerful. 

He is likely to enjoy the 
role. One of his liveliest 
performances in the recent 
election campaigns was in 
front of an appreciative beer 
hall audience who shared his 
view that a change of 
government would put 
Germany at the mercy of 
greying left-wingers from 
1968 and not-so- reformed 
communists from former 
East Germany. 

Whether such rhetoric can 
appeal to a much broader 
span of public opinion is, of 
course, another matter. 

Unlike Strauss, who thrived 
in the highly-charged 
atmosphere of the Cold War, 
Mr Stoiber cannot seriously 
expect most Germans to see 
politics as a choice between 
"freedom or socialism”. 

Faced with Germany’s first 
centre-left government for 
16 years, some of his other 
themes seem more 
promising. These include the 


idea that the 
burgerfiche Mitta - 
middle-class, 

middle-of-the-road Germans 
- should make its weight 
count 

Already Germany’s 
red-green government is 
learning that if it stumbles, in 
matte's of taxation, 
economic policy, 
immigration or law and 
order, it can expect to suffer 
the mother of alt lashings 
from Mr Stoiber" s tongue. 

Among his debts to 
Strauss. Mr Stoiber Rsts the 
lesson that a politician 
‘should always Hsten to 
what the people are really 
saying". A recent poll, 
estimating that 83 per cent 
of Bavarians think he is a 
good prime minister, 
suggests he practices what 
he preaches. 

Yet Mr Stoiber, thin of 
frame, abstemious and 
intellectual, Is in many 
respects the polar opposite 
to the thunderous, 
passionate Strauss. He wiU 
allow no cult to develop 
around himself. "When you 
are doing well, it's important 
to remind yourself that 
politics is a team game," he 
says. 

Mr Kohl, remembering Mr 
Stoiber’s sniping last year 
over the precise conditions 
on which Germany should 
adopt the euro, is among 
those who may feel entitled 
to question the sincerity of 
such statements. 

Mr Stoiber argues he was 
merely pointing out that, if 
the euro turns out to be a 
weak currency, some voters 
who were reluctant to 
abandon the D-Mark in the 
first place may be tempted 
to support the far right 

Married with three 
children, Mr Stoiber was 
Bavaria's interior minister 
from 1988 to 1993. Long 
under the shadow of 
Strauss, Bavaria today is Mr 
Stoiberis fiefdom. In the next 
century, it may be his base 
for a thrust at national 
power. 

Tony Barber 


Local pride the 
heart of a nation 

Heimat describes a place, physical and spiritual, from which 
Germany’s many peoples draw their identity 


Of aD the many German 
words that lack a direct 
equivalent in English, per- 
haps the most Intriguing is 
Heimat .Variously translated 
as home, home town, native 
country and natural habitat. 
It has an of these geographi- 
cal or physical connotations 
but, in addition, an almost 
spiritual dimension that is 
no less vital to its meaning. 

Heimat represents the sur- 
roundings in which a 
German feels most at home, 
most secure, most psycholog- 
ically at ease. Often associ- 
ated with birthplace, Heimat 
is what gives a German his 
or her identity, whether 
local, regional or natiocaL 

In a country with a short 
and occasionally disastrous 
history as a nation-state, 
Heimat is a concept which, 
unlike nationalism, can 
arouse love, loyalty and 
pride in a German without 
stirring contradictory feel- 
ings of doubt or shame. 

Heimat can also have a 
practical impact on the way 
I Germany is governed. In a 
referendum two years ago. 
Heimat-influenced voters 
rejected a proposal to com- 
bine the bonder or states, of 
Berlin and Brandenburg, 
despite support from both 
state governments. 

Last June, Bavaria and 
Baden- Wfirttemberg took an 
even more serious step when 
they launched a challenge in 
Germany’s constitutional 
court to the system under 
which rich bonder subsidise 
poorer ones. 

The two southern states, 
economic powerhouses con- 
taining more Ilian a quarter 
of Germany's 82m people, 
were si gnalling their frustra- 
tion at the continued bail- 
out of the struggling bonder 
of the former communist 
east 

It hardly came as a sur- 
prise two months later when 
an opinion survey, carried 
out by the Social Science 
Research Centre of Berlin- 
Brandenburg and the Hans 


BOckler Foundation, showed 
that only 17 per cent of east 
Germans fully identified 
with their new country. 

As many as 65 per cent 
said they did not feel like 
real German citizens. Yet 
this sense of second-class 
status in the national con- 
text is assuaged to some 
extent by Heimat. or the 
comfort which easterners 
derive from their regional 
and local identity. 

From the pine forests and 
marshes of Brandenburg to 
the Saxon city of Leipzig, the 
epicentre of the peaceful 
anti-communist revolution 
of 1889, the five eastern 
bonder are as different from 
each other as they are from 
the 11 western Germ am 
states. 

The new eastern band of 
Saxony-Anhalt grabbed the 
headlines last April when 
the ultra-rightist German 
People’s Union won almost 
13 per cent of the vote in 
state elections, the best per- 
formance of a far-right party 
since the second world war. 
Yet Saxony-Anhalt has hap- 
pier associations in the form 
of the statesman Otto von 
Bismarck, the composer 
Georg Friedrich Handel, the 
Protestant reformer Martin 
Luther and the philosopher 
Friedrich Nietzsche, all of 
whom were born within its 
present borders. 

To the north lies Ger- 
many’s least industrialised 
state, Mecklenburg-Vorpom- 
mern, the inspiration for Bis- 
marck’s remark that, if the 
world were about to end, he 
would immediately head for 
Mecklenburg, since every- 
thing happens there 100 
years late. 

It remains to be seen 
whether the state proved 
Itself to be ahead of the 
times last month when its 
reformed Communists were 
invited, for the first time in 
Germany since unification, 
to join a band government 

Germany's post-war fed- 
eral system was designed, in 


the tight of the Nazi experi- 
ence, to place strict limits on 
the central government's 
authority, to develop democ- 
racy from the grassroots and 
to respond to people's sense 
of regional identity. 

However, by abolishing 
Prussia, historically the 
dominant German state and 
seen as the primary source 
of militarism and authoritar- 
ian rule, the founders of 
what was then West Ger- 
many were confronted with 
the task of creating new 
bonder in its place. 

Some of these states con- 
tain such a variety or land- 
scapes, dialects and eco- 
nomic profiles that the sense 
of Heimat attaches itself to 
areas within them rather 
than to the land itself. 

A good example is Hesse, 
which did not exist in its 
present form until 1949. For- 
ested parts of northern 
Hesse - where girls once 
really did wear red cloaks a 
la Little Red Riding Hood - 
could not be more different 
from moseyed, skysc rape red 
Frankfurt or from Wies- 
baden. the grand spa and 
gambling town that serves 
as Hesse's capitaL 

Baden-WQrttemberg cre- 
ated in 1951. is an odd combi- 
nation of Baden, tradition- 
ally viewed as Catholic, 
fun-loving and much influ- 
enced by neighbouring 
France, and the old kingdom 
of Wflrttemberg. largely 
Protestant and inhabited by 
thrifty, conscientious 
Swabians. 

Then there is the 
self-styled Free State of Bav- 
aria. ruled by the Wittels- 
bach dynasty for seven cen- 
turies until 1918. a place 
where the sense or Heimat is 
famously strong. 

It will be fascinating to 
watch the Bavarian reaction 
to the German capital's 
move from Bonn to Berlin, a 
city with its own identity 
and once the capital of Prus- 
sia. Bavaria's historical 
rivaL 
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Unlike Paris or Moscow. 
Berlin, with only 4 per cent 
of the population, will not 
dominate Germany. Finance, 
the media, fashion and sport 
will continue to flourish in 
Frankfurt, Hamburg. 
Munich and elsewhere. 

The wider European con- 
text also favours a strength- 
ened German sense of Hei- 
mat. One-party dictatorships 
and highly centralised 
democracies have given way. 
as the century closes, to 
efforts to support regional 
identities within the Euro- 
pean Union and beyond. 


But Heimat today stands 
for more than inward- 
looking provincialism as it 
defines Germans in a wider 
sense. 

The concept embodies a 
nation anchored in democ- 
racy. united, prosperous, at 
peace with its neighbours 
and assuming ever greater 
responsibilities on the inter- 
national stage. 

Love of Heimat and pride 
in these successes comple- 
ment each other, providing 
the unique mixture that sets 
Germans apart from other 
Europeans. 


STEEL AND ENGINEERING by Lucy Smy and Graham Bowley 
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Survival of the fittest 


Few sectors have 
restructured as 
aggressively as 
engineering 

Allegations that some 
countries are exporting steel 
to the US at artificially low, 
market-damaging prices 
r> have started a global ripple 
iof concern which steel pro- 
’ ducers have not seen for a 
decade - and while the US 
shelters behind its steel cur- 
tain of protectionism, Euro- 
pean producers, including 
the 100 Eind more in Ger- 
many, are being left out in 
the cold. 

US anti-dumping charges 
are “very focused and 
against a limited number of 
countries." says Christian 
Mari, of Eurofer, Europe’s 
steel manufacturers’ group. 
“It will be only a matter of 
weeks until this first action 
is complemented by other 
ones. It might be extended to 
other countries and even to 
European ones." 

Regardless of whether any 
European Union country is 
cited in a second round of 
US low-price steel dumping 
allegations. EU producers of 
steel are already feeling the 
heat of the US action. 

With the US signalling 
. that it is closing its doors, it 

only a matter of time until 
* Europe, flooded with imports 
rebuffed from America, does 
the same. 

But such protection may 
come too late to save some 
EU steel producers. “It is dif- 
ficult to put a price on the 
human cost of this flood of 
imports. It will have a big 
impact on balance sheets,” 
warns Mr Mari. 

Only two German steel 
companies ore well-known. 
Krupp-Thyssen, which 
merged Its steel units in a 
joint venture last year, pre- 
ceding the merger of the rest 
of the company in March 
next year: and S ahgi tter, the 
steel plant which achieved 
notoriety when it was unex- 
pectedly bought by the state 
of Lower Saxony, led then by 
Gerhard Schrader, now 
Chancellor of Germany. 

These two companies are 
responsible for more than 
half of Germany’s steel pro- 
duction. The rest of Ger- 
many^ steel producers are. 
mostly rather small - many 
companies with fewer t h a n 
200 workers. They are often 



Boom time; toe buoyancy of the German motor Industry has helped steel producera 


famil y-run, specialist compa- 
nies and, at a time when 
imports are flooding in and 
price competition is high, 
they could be seen as vulner- 
able. 

The German Steel Federa- 
tion emphasises the brighter 
ride when It says the posi- 
tion of small firms Is quite 
well protected even without 
trade barriers. “Because 
they are specialised and they 
know their clients, they will 
survive,” says Beate Brun- 
ninghaus, firmly. 

However, she notes that 
the German steel industry 
has cut back on workers 
every year in recent history 
and this year is likely to be 
no exception. Already, the 
federation is bearing of com- 
panies moving on to short- 
time Working. 

“We will see some compa- 
nies going bust," says a 
European steel analyst. 
“More likely with the family 
firms is that the firm wm 
not get passed on to the next 
generation.” 

Consolidation could be the 
solution for some German 
companies, following in the 
footsteps of market leader 
Krupp-Thyssen. says Mr 
Mari. The background to 
this has been positive devel- 
opments in the engineering 
industry. 

Few of Germany’s indus- 
trial sectors have restruc- 
tured as aggressively as 
engineering during the past 
three years. Germany's com- 
panies enjoyed a boom 
around the’ time of reunifica- 
tion but the. recession that 
followed was painful as out- 
put slumped and shortcom- 
ings were exposed in the 
industry- Output in Ger- 
jggQj's machine tool sector. 


Europe’s biggest declined 40 
per cent to around DM10.4 bn 
in 1994. 

Companies reacted by 
launching changes to render 
them fit once again for inter- 
national competition, impor- 
tant for an industry where 
exports account on average 
for 60 per cent of production. 
So far. the changes appear to 
have worked - the engineer- 
ing industry is now enjoying 
a gradual upturn: machine 
tool output is expected to 
grow around 10 per cent this 
year to about DMi5.ibn. 

The changes have inevita- 
bly focused on cutting costs, 
including big workforce 
reductions. The number of 
employees fell from about 
l.5m in 1991 to around 
925,000 by the end of last 
year. 

Another significant step 
has been to cut back the 
variety of products offered. 
Companies which used to 
t hink it necessary to offer an 
extensive range of products 
for customers, even if they 
only sold a handful of one 
particular type in a year, 
have hacked back their 
ranges to become more 
focussed. 

The renewed confidence in 
the industry has led to a- 
flexing of muscles and fresh 
empire building. Thyssen, 
the German steel group. last 
year bought Giddings & 
Lewis of the US for around 
DMl-Sbn to create Ger- 
many's biggest tool maker. 
There has also been consoli- 
dation within Germany: For 
example, Index, a private 
Stuttgart-based machine tool 
company, has. taken over 
Traub. a smaller competitor 
in the same city. 

Inevitably. Germany’s 


engineering revival has been 
linked to better economic 
conditions to Germany and, 
importantly, in key export 
markets abroad, such as the 
US. It has benefited freon a 
weaker D-Mark and from a 
pick-up in investment in 
European industry, espe- 
cially in Germany. One 
important influence has 
been the German car indus- 
try, which Is thriving at 
present. 

But cyclical factors mean 
there are stfll deep concerns 
that engineering could once 
again be hit hard if there 
was a general economic 
downturn. There are worries 
that while big companies 
such as KSB, the world's 
third largest pump maker, 
and MAN, a commercial 
vehicles and printing 
machinery group, have put , 

themselves on a firmer foot- : 
tog, other businesses - most 
of them small, privately- 
owned companies - still lack I 
the financial muscle to with- ' 
stand a recession. 

A report from Salomon 
Smith Barney eases some of 
these fears. II concludes that 
the changes made by compa- 
nies have significantly 
reduced the sector's vulnera- 
bility to economic cycles. 
But already, some of the 
leaders of the German car 
industry - namely. JQrgen 
Schrempp, chief executive of 
Daimler-Benz, and Bernd 
Pischetsrieder, head of BMW 
- are beginning to talk 
about the possibility of a 
sharp slowdown in output 
within the next year or so. 

This cannot be reassuring 
for Germany’s engineering 
companies, no matter how 
fit and lean they have 
become. 
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International investors know why they appreciate 
us as a successful issuer on the world capital 
markets. This also has to do with our First-rate 
credit standing. Our triple A ratings have not 

come easily to us but are 

ENT EMBANK resu | f Q f hard work. 


| LANDWIKTSCHAFrUCMI RENTENBANK 

AT A GLANCE 

Business volume 

DM 

72.7 bn 

Total assets 

DM 

72.5 bn 

Medium-term and longterm loans. 

DM 

41.5 bn 

Short-term loans 

DM 

1.2 br> 

Bonds issued 

DM 

33.8 bn 

liable equity capital 

DM 2,819.7 m 

Net interest income 

DM 

259.2 m 


DM 72 5 bn Rentenbank is a central refinan- 

. DM 41.5 bn cing institute for medium-term 

dm 1.2 br> anc j | on g_term loans. It is a pub- 

. DM 33.8 bn .11 ..« 

he sector bank with a mission 

. DM 2,819.7 m 

DM 259.2 m ,0 promote German agriculture. 

its customers are banks. 

Rentenbank is a constant issuer on the German 
capital market. 

Annual Report on request. 

LondwirtschafHiche Rentenbank 
HochstraSe 2 

D-60313 Frankfurt am Main 
Phone: ++49-69-2107-269 
internet: http://www.rentenbank.de 
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Lessons of paying for free tuition 


not 


Talk about finance 
is at the beginning, 
middle and end 
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Leaning back in his chair. 
Professor Dr Werner Meis- 
sner smiles. "As an econo- 
mist. I'm happy talking 
about finance at the start. 
But 1 have come to realise 
that other people are usually 
happier talking about the 
idea first and leaving the 
finance until the end." 

With the German educa- 
tion system, however, talk 
about finance is at the begin- 
ning, middle and the end. 
and as president of Frank- 
furt's Johann Wolfgang 
Goethe University, Prof 
Meissner knows iL 

Last year saw a big reform 
of the German university 
system. Although the reform 
was not driven purely by 
financial concerns, it was 
financial concerns that 
slowed it down. 

The German federal gov- 
ernment passed a law to 
introduce a system of teach- 
ing university courses for 
bachelor and master degrees, 
while keeping their tradi- 
tional diploma. 

The advantages, said the 
advocates, were that the new 
system would be internation- 
ally compatible, not only for 
students wishing to study in 
otber countries, but also that 
it produced qualifications 
easily understandable in the 
global market. 

The reform would have 
the byproduct of allowing 
German students to study 
for shorter periods If they 
wished, rather than working 
for a diploma taking an aver- 
age of seven years. This 
would reduce overcrowding 
and underfunding at univer- 
sities. 

But this reform, for all its 
good intentions, ran into the 
funding problem. The cen- 
tral government which initi- 
ated the reform, then a 
Christian Democrat govern- 
ment administration led by 
Helmut Kohl, had to gain 
the agreement of the 16 
states which administer and 
fund the universities. 

It did not mention tutition 
fees, then as now paid by the 
state for the First degree. 
Various Social Democrat-led 
state governments wanted a 
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There has been a fall in referrals following 
reforms by the government and as a 
response to overall economic uncertainty 
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Physics lesson: in science and education, English is the new lingua franca 


specific clause added to the 
bill, banning students from 
ever having to pay their own 
tutition fees. 

Since the general election 
on September 37 and the rise 
to power of SPD on the 
national stage, the question 
of banning tution fees for a 
first degree has become 
more pertinent and has 
implications for the rest of 
the ambitions of the German 
university system. 

“We used to be an impor- 
tant figure on the world aca- 
demic market, say 70-80 
years ago." says Professor 
Hans Rainer Friedrich, at 
the federal education minis- 
try. 

“We want to re-enter the 
market and play' a fair role. 
We are not giving up our 
own standards but we want 
to become a recognisable 
member of the world aca- 
demic family." 

To that end, Germany has 
decided to compete on the 
global academic market for 
students. The US. Australia 
and the UK have all led the 
way by attracting overseas 
students, often for high fees. 

Germany wants to join the 
game - but. as it does not 
charge domestic students 
tutition fees, it will not 


charge overseas students 
fees either. Moreover it plans 
to teach those who want to 
listen in English. 

At present, foreign stu- 
dents make up around 10 per 
cent of Germany's student 
body. Of those, roughly half 
are ethnic Turks who may 
have lived all their lives in 
Germany and thus have less 
of a language problem. 

It is to this language prob- 
lem. as well as the previous 
long study period, that Ger- 
many’s educationalists attri- 
bute the country's failure to 
attract more overseas stu- 
dents. All that however, they 
hope will change. 

In the short to middle 
term. Germany hopes to dou- 
ble its percentage of over- 
seas students. European 
Union guidelines suggest 
that at least 10 per cent of a 
member country's student 
body should spend a signifi- 
cant period of their study in 
another EU country. Ger- 
many is already sending 
more than 10 per cent of its 
students abroad. 

“We don’t want to give up 
our German - and McDonal- 
dise our system," says Prof 
Friedrich. "However, no-one 
really doubts that in science 
and education. English is the 


new lingua franca." 

“At first most or the rec- 
tors opposed teaching 
English, but already there is 
an Impressive number of 
units of applied science 
courses, with either whole or 
part of the course being 
taught in English." says Dr 
Josef Lange, secretary gen- 
eral of the conference of 
higher education rectors. 

Teaching in English, he 
admits, is easier in some 
subjects than in others. Sci- 
ences and social sciences are 
more adaptable, but there 
are greater problems with 
the humanities. 

Attractive though changes 
in the length of study and 
courses taught in English 
might be for overseas stu- 
dents. perhaps the over-rid- 
ing lure will be the lack of 
tutition fees. 

"It is possible that Ger- 
many will become more 
attractive to students from 
south-east Asia, since the 
Asian financial crisis," 
agrees Dr Lange. 

Ultimately, however, the 
plan to attract more over- 
seas students will be paid for 
by the German taxpayer. An 
equal percentage of German 
students may leave the coun- 
try. but will the average tax- 


payer like knowing they are 
paying for the education of 
people who may then leave 
the country and never come 
back? 

Here the educationalists 
are apparently preparing to 
play a long game. “These 
people will be almost like 
our ambassadors," says Prof 
Friedrich. 

Dr Lange agrees, saying 
there will be a generation of 
graduates around the world 
who will look favourably 
upon Germany, perhaps 
choosing German products 
or using the experience later 
to build trade links and busi- 
ness partnerships. 

Taxpayers are often -wary 
of long games. In Prof Meis- 
sner’s office eyrie, a picture; 
of Goethe's head changing 
colour, Warholishly - now 
red. now blue - on a desktop 
screen-saver, realism domi- 
nates. 

“The funding of universi- 
ties will change. There will 
be a change by the' state and 
a bigger proportion of bind- 
ing will come from other 
sources. . 

“In two to three years', 
funding may be more- geared 
to output - to the products 
we produce. You understand 
this is a metaphor," he adds. 


The idea of visiting a spa for 
a spot -of recuperation from 
the. life's ardours may con- 
jure up images of bored 19th 
century, aristocrat; watching 
-tha rotrlqtre wheels at 
Badeh-Bgdenor/ taking rite 
•waters’ at Harrogate. 

•' JBut to millions of Ger- 
mans.'' -regardless of their 
financial .of social s t an d ing. 

a visit to a spa . has come to 
be seen da.one of the natural 
perks -ot the generous wel- 
fare system' "offered by 
Europe’s biggest economy. 

Each year close to lm 
people are. referred for a Km 
by thfedr. doctors. The reasons 
can range from, back prob- 
lems suffered by an office 
worker, td*- hing. : complaints 
' common to those- in the min- 
ing sector! 

. A typical . spa visit takes 
three weeks, with treatment 
revolving aroOnd a - healthy 
diet and exercise. 

The spa resorts themselves 
are also enticing. Alongside 
traditional and famous spas 
such as 'Baden-Baden or Bad 
Homburg. the Km industry 
has benefited countless 
other towns where local poli- 
ticians have long realised, 
that the Khr system Is a use- 
ful job and. money-generat- 
ing machine. 

Indeed, until recently spas 
were used by politicians as 
an instrument for interven- 
tionist «xmamic.‘ policies. 

Most of the-hfli' for all this 
is picked up by the federal 
government as Km visits are 
a legal entitlement. More 
than ' two-thirds of all 
so-called, "stationary” Kur 
treatments, -those which 
Involve staying in a spa as 
opposed^ to those conducted, 
oh an outpatient basis, are • 
ultimately -pakT for out . of 
state pension funds. ‘‘ • . * 
; ’ Unsurprisingly; this gener- 
ous system has opened Itself 
to abuse, ' - 

As ever . more lavish spa - 
facilities were built the sys- 
tem came to resemble more 
a form of subsidised leisure 


than a means of public 
health provision. 

Travel agencies began to 
advertise with slogans such 
as: "First visit the doctor, 
then the health insurance 

‘ company and then book 
your holiday.' 

This cavalier attitude was 
reflected in official investiga- 
tions into the state of the 
spa system. A 1996 survey by 
WQrttemberg regional state 
health authority found that 
around 12 per cent of spa 
patients did not really need 
treatment on medical 
grounds. A further 13 per 
cent were judged to be 
doubtful cases. 

Against this backdrop it is 
unsurprising that Horst See- 
hofer, health minister in the 
government of former chan- 
cellor Helmut Kohl, went so 
for as to call the spa regime 
a "holiday with medicinal 
applications”. 

In 1996. Mr See hofer 
sought to reform the Kur 
mania by introducing 
restrictions on the frequency’ 
of spa visits and more strin- 
gent assessments of whether 
there was genuine medical 
need. The nominal daily con- 
tribution demanded of 
patients for treatment was 
also raised. 

There was also an attempt 
to bring more market prac- 
tices into the system. Health 
insurance funds were 
allowed to compete with 
each other for patients' cus- 
tom. In practice, however, 
critics say this aspect of 
reform has not worked. 

"On paper they all com- 
pete. but in reality they 
operate as a cosy and closed 
syndicate," spysan analyst; 

The -pressure, ior reform 
did. not just, - come ' in 
response to abuses, ruf the . 

.System.: .Rising 1 . unemploy- 
ment JetT to a- drop in the 
numbers of those . paying 
into tbe state pension, funds 
and .thus' reducing the 
amount of money available 
for spa treatments. 


Since Mr 5vchoft*rs 
' ivf-.tnns there liiis been a^all 
In spa treatments. “Wc hate 
seen tuo developments 
drop in the. number 1 of refer 
rab dml .Uk> in tiw-nunlHt 
of Applications" ow«ys Mar-, 
cus von’ Ocyiilumaeii. maeL' 
aging director or one uf I3t> _j 
many’s few pmatoly-nwhed -W 
spas/.. ' 

The drop iu applications 
is. he sd>*. a riwponsc/to 
overall economic uncer- 
tainty. Ip times of Mfclt 

u nem ployment employees 

are' wars’ of being . seen- to 
absent, theniiciyes from 
wokk for something / so 
apparently frivolous as a. spa 
visit.- ■■ • 

Deutsche Bader tag. the 
industry’s lobby group., says 
the drop in spa patient jyU»- 
bers. which in western Ger- 
many fell by one-third In 
1997,* h;i8 already prompted 
the closure of cUnira.’Snd 
loss. of 40.000 Jobs. . zi\ 

Deutsche Badertag 
the difficulties facing spnfc. ." 
many of which are loss-mask-' 
tag, are not a result of mis- 
manage ment and ineffi- 
ciency. one of the cuminon 
complaints about tho sector; 
hut directly due to Mr Seehn- 
fer's reforms. : 

But with Mr Secbofer flow 
out of government, the 
industry is hoping that-t he - 
new Social Dimii« wrat -led 
government will conn* tu its 
rescue. 

Christopf Kirst -.liner, presi- 
dent of Deutsche Hadertnfc. 
has called on the govern- 
ment to “revert to socially 
acceptable, economically 
sensible rehabilitation ahd 
spa medicine”. 

Others, such as Mr von 
Oeynhauscn. would like to f i 
see the gox eminent embark^ 
on a fundamental reform of 
the health care system. As -a 
private operator ho would 
ideally like to set* some more 
genuine liberalisation of the 
sector. Blit he is douhlfto 
that such chances will coiue. 

Mr Schroder is not known 
for his great interest: in 
health policy and the scale 
of reform needed is a daunt- 
ing one. ' 

'/■“No politician ffitres uj 
tackle this welfare sj'Stem 
which has grown up ov8r 
decades, even though every- 
one knows it needs to-be 
reformed.” says- Mr von 
Oeynhauseu. Part of the rea- 
son for this reluctance Is the 
size of the health sector and 
the political clout it carries..- 1 
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